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HE subject of motor-bus trans- 
port has far too many ramifica- 
tions to be included in a single 

article. The problems of the use of 
highways, competition with steam and 
electric lines, regulation by state and 
federal authorities, all present most 
interesting opportunities for study and 
analysis. The purpose of this article 
is to analyze the possibilities of the bus 
as a competitor of the steam railway, 
to measure the extent of that competi- 
tion, to seek reasons for success or 
failure, and to determine what prac- 
tical rather than legislative measures 
should be adopted which will best con- 
trol the situation in the interests both 
of the public and of the railways. 


I. Decline of Passenger Traffic on 
Steam Railways 


| The decline in the volume of passen- 
ger traffic on the steam railroads of the 
United States is one of the chief prob- 
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lems confronting these lines today. The 
total number of passengers carried 
reached a peak in 1920 and has de- 
creased since that time. (Table I). 
The passenger-miles also reached a peak 
in 1920, when the figure was 46,848,- 
667,987, and since have dropped to 
approximately 35,500,000,000 in 1922 
and 36,000,000,000 in 1924. _ 

This drop of almost 25% in the 
volume of passenger business is con- 
fined, to a large extent, to one class of 
the passenger traffic. While the total 
number of passengers carried has de- 
clined, there has been a tendency up- 
ward in the number of commuter 
passengers. Figures are not available 
showing the number of passengers 
divided between commutation and other 
classes prior to the year 1922 for the 
country as a whole. Since 1922, how- 
ever, the number of commuter passen- 
gers carried has increased 2% while the 
number of other passengers has de- 
creased 8%. The statistics of individ- 
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ual railroads carrying a large number 
of commuter passengers show a steady 
increase in the volume of this type of 
traffic. In addition to an increased com- 
mutation passenger business, there has 
been a larger long-haul passenger busi- 
ness traveling in Pullman equipment. 

The statistics of total passengers 
carried, therefore, do not indicate the 
type of passenger business that has been 
lost. This is the local, short-haul traf- 
fic other than the commutation traffic. 
When figures are available indicating 
the loss in this particular class of traffic 
for a long period of time, they clearly 
show that the tendency downward in the 
short-haul business, other than commu- 
tation, has been going on in some 
sections for 10 years. On the New 
York, New Haven and Hartford Rail- 
road, there has been a drop of approxi- 
mately one-third in the local traffic 
from 1914 to 1924. Since the New 
Haven is the third or fourth among the 
railroads in the country in the volume 
of passenger traffic, these figures may 
be taken as representative. This down- 
ward tendency is further indicated by a 
report of sales of local tickets at 41 
stations in one of the western states 
which shows a drop of 61% in the sales 
from 1920 to 1925. 

While the causes of the loss of this 
class of passenger business are clear, the 


Tasie I. Totrat NuMBER OF PASSENGERS 
CarrIED BY I RAILROADS OF THE 
Unitep STATEs, 1916-1924* 


~~ Year Number of Passengers 
1,177,820,454 


WStatistics of Railways of United States, Interstate Com- 
merce Commission. 


process by which it took place is by no 
means as clear. It is a universally 
accepted fact that the chief cause is the 
increase in travel by private automobile. 
If, however, members of the public are 
asked why they do not use train service 
to a greater extent, the reply in many 
cases undoubtedly will be that the 
service given by the railroads is insuff- 
cient. The process has been that of 
an endless chain, one cause reacting on 
another. That there has been a sub- 
stantial decrease in the amount of pas. 
senger service, especially local service, 
is not to be doubted. The number of 
passenger train-miles in 1924 is less 
than that of 1916 by some ten million. 
This, however, is a small percentage and 
does not in any way indicate the extent 
of reductions in local-train service. 
Railroad men readily admit that there 
have been substantial reductions in the 
amount of service provided. They can 
usually justify the reduced service by 
proof of the loss of business. We find, 
therefore, a loss of business due to 
reduction in service and a reduction in 
service due to the loss of business. Just 
where the chain started cannot be defi- 
nitely ascertained. There is little doubt, 
however, that the drop in the amount of 
business came first, because automobile 
competition has been a serious factor 
for some time. Furthermore, railroad 
managements do not have a habit of 
taking off trains which are earning their 
way. Moreover, the drop in the local 
short-haul business has been accentu- 
ated from year to year by the increase 
in the number of private automobiles 
and by the steady improvement in the 
condition of the highways. 


The Entrance of the Motor-Bus 


Within the last few years, however, 
and especially during the last four 


years, 
ation. 

tition | 
came Pp 
tion 0: 
seven-| 
more 
on the 
the sit 
extent 
altered 
numbe: 
large, 

busses 
passen; 
Railwe 
there 1 
field a 
was es 
busses 
large b 
that tl 
clearly 
have | 


have t 


from 
still to 
of the 
Unc 
tion o 
is char 
The c 
the inc 
tive cc 
negligi 
an ind: 
the in 
almost 
whelm 
tinue t 
the ou 
than t 
train. 
ied wi 
busine 
Indee 
spreac 


THE MOTOR-BUS AND THE RAILROADS 


years, a new factor has entered the situ- 
ation. This is the motor-bus. Compe- 
tition by commercial passenger vehicles 
came prior to this time, but the compe- 
tion of the jitney and of the five- or 
seven-passenger touring car was of 
more or less temporary character and 
on the whole is not a serious factor in 
the situation. Recently, however, the 
extent of motor competition has been 
altered by an enormous increase in the 
number of bus companies operating 
large, comfortable, and economical 
busses with capacity of from 15 to 30 
passengers. In a recent survey in the 
Railway Age, it was estimated that 
there were 6,500 bus companies in the 
field at the present time. In 1925 it 
was estimated that there were 32,000 
busses in operation. The use of the 
large bus has come into effect so recently 
that the scope of its operation is not 
clearly comprehended. Where they 
have been installed, some think they 
have taken a large amount of business 
from railroads, but the motor-bus is 
still too new to state definitely the extent 
of the competition. 

Undoubtedly by far the largest por- 
tion of the loss in passenger business 
is chargeable to the private automobile. 
The convenience which it provides to 
the individual is so great that the rela- 
tive costs of operation have become a 
negligible factor in the situation. Once 
an individual has bought his automobile, 
the inclination to use it intensively is 
almost irresistible; and in the over- 
whelming majority of cases, he will con- 
tinue to use it even if it were proved that 
the out-of-pocket expenses were greater 
than those of traveling on a passenger 
train. Some of the railroads have stud- 
ied what can be done to bring back the 
business lost to the private automobile. 
Indeed, efforts have been made to 
spread information about the high cost 


chine is likely to continue. 
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of traveling by the private automobile. 
However, an analysis of the motives of 
the private automobile traveler will 
clearly show that only in certain cases 
is he likely to give up the convenience 
of traveling in his own car for the sake 
of riding on a passenger train. Where 
there is constant traveling between two 
points and the total distance is substan- 
tial, the individual might in time become 
wearied with constant driving and 
return to a passenger train. But where 
the trips are more or less occasional and 
take the individual into different terri- 
tories, the tendency to use his own ma- - 
Only by 
providing a frequency of service that 
would not be justified by the additional 
traffic secured, can the railroads tempt 
the owner of the private automobile 
back to their lines. Because of this 
mental attitude of the automobile 
owner, the railroads have not lost in 
their commutation business, although 
they have lost heavily in their other 
local business. It would seem to be a 
fair conclusion, therefore, that the local 
short-haul business for distances up to 
50 to 70 miles is lost to the railroad at 
least until the congested condition of 
the highways in various parts of the 
country causes traffic to become danger- 
ous. While we hear many complaints 
of the crowded condition of the high- 
ways, especially in thickly settled sec- 
tions of the country, there is no present 
indication that that has had any effect 
on the minds of those using the private 
automobile. On the other hand, the 
various good-road programs, the enor- 
mous increase in the mileage of hard 
roads, the incentive in all sections of 
the country and in all territories to im- 
prove the condition of the byways as 
well as the highways, are constantly 
opening new fields for rapid and com- 
fortable traveling by automobile. 
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While the evidence of the great im- 
portance of the private automobile as a 
competitor is overwhelming and gener- 
ally recognized, that with reference to 
the motor-bus is not so clear. By some 
people it is looked upon as a real 
danger to short-haul railroad business; 
it is belittled by others. It has not been 
a factor in the situation long enough, 
nor are the statistics showing the effect 
of its competition definite enough, to 
indicate its present or potential strength. 
Statements which are more or less 
commonly heard are the following: 
(1) That the private automobile, and 
not the bus, is the real competitor; (2) 
That busses are operated on rates under 
which they cannot live; (3) That bus 
competition is possible only because the 
roadway is built and maintained by the 
public; (4) That the bus is a temporary 
competitor because bus companies are 
for the most part financially irrespon- 
sible; (5) That the bus cannot compete 
with the railroad on a comparable, 
economic basis. 

These statements are worthy of anal- 
ysis because they are sometimes made by 
those whose business it is to watch 
closely the changes in traffic. As pre- 
viously indicated, no one will question 
that the private automobile is the chief 
reason for the great decline in the vol- 
ume of business. This statement itself, 
however, provides no basis for the 
assumption that the motor-bus is not a 
factor. In order to determine the sig- 
nificance of motor-bus competition, a 
survey has been made of the extent of 
this competition in the southern New 
England states, where the bus has been 
an important factor for some years, and 
in certain typical midwestern states. In 
addition, information has been secured 


from a number of individual railroads 


both in New England and in the Central 
West. 


II, Extent of Motor-Bus Competition 


In presenting the results of this sur- 
vey, it should be explained that it is 
impossible to present absolutely accu. 
rate figures showing the extent of bus 
competition with railroads. In the first 
place, the situation changes almost from 
day to day. Bus lines go out of busi- 
ness and others take their places, 
Routes are changed so that a line which 
may have been a competitor today 
ceases to be so tomorrow. Information 
secured from state commissions, show- 
ing the bus line companies which are 
operating under the law, may not in 
some cases include those lines which 
have not secured the necessary certifi- 
cate (called for by the law), but which 
will continue to operate until they are 
hailed before the commission. Even 
more important are the differences in 
judgment as to what constitutes a com- 
petitive bus line. There are many lines 
with one terminus at a station on the 
main line of a railroad and the other on 
a branch line, the route being across 
country. This bus line would doubtless 
be a competitor in the handling of pas- 
sengers between the two termini, but 
would not be a competitor in the han- 
dling of the local way business. In de- 
ciding whether a bus line was competi- 
tive or not, the writer has usually not 
considered a line of the character men- 
tioned above as a competitor but has 
included in the main only lines which, 
for the greater part of their length, 
parallel rail lines. There is no doubt 
that on the basis of the same informa- 
tion other students might arrive at a 
different conclusion as to the exact mile- 
age paralleled by bus routes. The exact 
number of miles, however, is not of 
particular significance, but rather the 
extent to which rail lines on the whole 
are being subjected to this kind of com- 
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petition. One further feature should 
be mentioned. In many places there are 
two lines of railroad running between 
the same points and competing with 
each other. In such cases, the mileage 
has been counted but once. The figures 
given below, therefore, are too low 
rather than too high. 


Massachusetts and Rhode Island 


The survey covering the states of 
Massachusetts and Rhode Island has 
combined the results of the two states 
because of the fact that a very large 
portion of bus traffic is interstate in 
character. The survey shows that 
1,175 miles of railroad in the two states 
are paralleled by bus routes. Of this, 
somewhat more than one-half is mile- 
age of the New York, New Haven and 
Hartford Railroad, the balance being 
on the Boston and Maine and the Bos- 
ton and Albany railroads. This mile- 
age constitutes slightly more than 50% 
of the total mileage of railroad lines in 
these two states. Further analysis 
shows that bus routes parallel a much 
greater proportion of the main lines 
than of the side lines. Several bus lines 
parallel the main line of the New Haven 
Railroad from Boston to Providence. 
Likewise the main line from Boston to 
Fall River and New Bedford, the main 
line of the Boston and Albany from 
Boston through Pittsfield and the main 
lines of the Boston and Maine radiating 
out of Boston to Portland, Haverhill, 
Concord, Fitchburg, and Clinton are all 
paralleled by bus routes to the points 
named. 


Connecticut 


In Connecticut, out of a total of 
approximately 1,000 miles of railroad, 
slightly over 500 are paralleled by bus 
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routes. Here, again, the routes of heav- 
iest rail trafic are almost completely 
paralleled. The main lines between New 
Haven and New York and between 
New Haven and Springfield are paral- 
leled for their entire length, although 
these are interstate lines and are not 
supposed to handle local intrastate 
traffic. The main lines from . New 
Haven to New London and from New 
London to Stonington are also paral- 
leled, as are various portions of the sec- 
ondary lines radiating from South Nor- 
walk, Bridgeport, Waterbury, Hart- 
ford, New London, and so on. 

The situation in southern New En- 
gland is extremely interesting because 
that section of the country has more 
cities of substantial size for its area 
than any other section. It is, therefore, 
particularly susceptible to the growth of 
competition of this kind, and it is not 
surprising that such competition has de- 
veloped there to a greater extent than 
in any other section of the country, with 
the possible exception of the territory 
in and around Indianapolis and certain 
sections on the Pacific Coast. Further- 
more, the situation is particularly diffi- 
cult to control since a large portion of 
the competition is interstate trafic. The 
bus lines have been established fre- 
quently with that in mind, thus making 
it possible for them to be free from 
the regulation of the state commissions.* 
In spite of laws in all of these states, it 
is doubtful if the situation can be con- 
trolled and wasteful competition elimi- 
nated until some national action is taken, 
under which interstate bus traffic is 
given the same regulation as intrastate 
traffic. 


2See, however, the recent decision of the Massa- 
chusetts Supreme Court in Barrows et al. v. 
Farnum’s Stage Lines, Inc., Opinion January 5, 
1926, reprinted in Aera, Vol. XV, pp. 34-37, Feb- 
ruary, 1926. 
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Indiana 


Probably the motor-bus has received 
a greater impetus in Indiana than in any 
of the middle-western states. Here, 
again, there are several large and thriv- 
ing communities with the city of Indian- 
apolis as a focusing point for almost 
all of the traffic in the state. As of 
October 1, 1925, there were some 270 
bus routes in Indiana of which about 60 
were within the limits of the various 
cities or within that portion of the 
greater Chicago area within the state of 
Indiana. About 60% of the remaining 
routes are in direct competition with 
steam-railroad lines. The mileage of 
steam-railroad lines paralleled by these 
routes is just under 3,000. Almost 
every railroad which enters this state 
is subject to this competition. The 
mileage of the various railroad lines 
paralleled directly indicates the truth of 
this statement (Table II). It should 
be kept in mind, however, that this is 
not the total mileage of an individual 
railroad, since in several cases more 
than one railroad runs between two 
given points. 

The map of the railroads in the state 


II. INDIANA RAILROAD MILEAGE 
PARALLELED BY Bus RouTEsS 


Railroads Miles 
Chicago and Eastern Illinois............ 165 
Now Work Gontial 139 
Chesapeake and 97 
Southern 93 
Baltimore and 86 


of Indiana shows a great mass of lines 
centering in Indianapolis and practically 
every one of these lines is paralleled for 
varying distances by bus routes. When 
it is appreciated that many of these lines 
are also paralleled by interurban and 
electric lines, the dilution of the reve- 
nues of all concerned through this amount 
of competition is readily apparent. Such 
an intensity of competition in itself 
helps to explain the financial condition 
in which many bus companies in Indiana 
now-find themselves. 


Michigan 


As of the end of November, 1925, 
passenger permits had been issued to 
164 bus lines in Michigan. Of these 
78 were entirely competitive with rail- 
road lines and 11 partially so, there 
being 75 which were not considered 
competitive. The total miles of rail- 
road in Michigan paralleled by bus 
lines, counting but once the miles of 
line between points served by more than 
one carrier, were 2,680, or 31% of the 
total railroad mileage in the state. As 
in the case of Indiana, substantially 
every railroad with any mileage in 
Michigan is affected. The greatest 
amount of mileage affected is on four 
railroads, the Pere Marquette, with 
just under 1,000 miles; Michigan Cen- 
tral, 577; Canadian National, 306; 
New York Central, 204. 


Iowa 


As of October, 1925, 70 bus routes 
were served in Iowa, of which 44 were 
entirely competitive and 6 partially so. 
The parallel railroad lines ‘totaled 
1,831, or 19% of the total mileage in 
this state. The railroads especially 


affected were the Rock Island, with 724 
miles subject to bus competition; the 
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Northwestern, with 334; the Minnesota 
and St. Louis, with 265; and the St. 
Paul, with 293. It can be said that the 
extent of competition in Iowa is con- 
siderably less than in the other two mid- 
western states mentioned. This is 
probably due to the greater proportion 
of rural area in the state and the 
smaller number of large cities. It also 
is possibly due in part to the apparent 
desire of the commission to control 
strictly the amount of permissible bus 
operation. 


Wisconsin 


In Wisconsin 62 bus lines were oper- 
ated as of December, 1925, of which 
50 were direct competitors of steam 
railroads. All told, 1,850 miles of 
railroad were matched by bus routes, 
which is 25% of the total railroad mile- 
age in the state. The Chicago and 
Northwestern is particularly affected in 
this state. Its paralleled mileage is 
substantially more than half of the total 
mileage, 1,064 out of 1,850. The 
extent of the competition in Wisconsin 
is also indicated by the fact that some 
300 busses are listed as bonded carriers. 

Specific information could not be 
obtained for several of the midwestern 
states, notably Illinois and Minnesota, 
because a complete official survey has 
not been made. In Ohio it was not 
possible to obtain complete data, but it 
was found that approximately 500 
motor-busses were operated and “serv- 
ing practically every community in the 
state.” As an example, the main line 


of the New York, Chicago and St. 
Louis from Ashtabula to Lima, a dis- 
tance of about 200 miles, is paralleled 
by bus routes. Apparently the situation 
in Ohio as to the extent of bus opera- 
tion is similar to that in Indiana and 
Michigan. 


135 


Bus Competition of Individual 
Railroads 


In addition to the information show- 
ing the extent of competition by indi- 
vidual states, it is of interest to note 
the situation with respect to individual 
railroads. Statistics have been com- 
piled covering the three important New 
England roads and four lines in central- 
western territory (Table III). 

Table III indicates in a general way 
the same situation that was shown by 
the data for individual states. The 
extent of competition in New England 
is greater than in the central-western 
territory though the extent of competi- 
tion in Indiana is not far behind that in 
southern New England. 

An analysis of the railroads in Illi- 
nois, especially the Illinois Central, 
indicates a marked difference between 
the situation in that state and the neigh- 
boring state of Indiana. Although offi- 
cial figures are not available for the 
entire state of Illinois, there is no doubt 
that the extent of competition is very 
much less than in Indiana, Ohio, and 
Michigan and probably no more than, 
if as great as, in the state of Wisconsin. 
That this is due primarily to the differ- 
ence in the general characteristics of 
the state cannot be disputed. On the 


Taste III. Bus Competition oF INpI- 
VIDUAL RAILROADS 
Lines 
Miles 
Railroad of Road} _leled 
Operated] by Bus 
utes 
Boston and Maine............... 2,470*| 854 
New York, New Haven and 
Boston and Albany.............. 394 200 
Chicago and Northwestern. ...... 8,463 | 2,495 
Chicago, Indianapolis and Louisville} 322 255 
Chicago Great Western.......... 1,496 488 


“Including miles of controlled and affiliated lines. 
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other hand, the remarkable increase in 
the mileage of paved roads in Illinois 
where formerly the roads were the 
despair of the population would seem 
to invite the operation of bus lines for 
fairly long distances. Possibly the 
program of increasing the mileage of 
hard roads has been of such a recent 
origin that there has not been sufficient 
opportunity for the business to develop. 
A more likely solution, however, is the 
attitude of the Illinois Commission 
which, from the language of some of 
its decisions, appears to have taken a 
more conservative attitude toward en- 
couraging bus competition than have the 
commissions of several of the other 
states. 

It is an interesting fact that although 
the main lines of a large majority of the 
railroads in Ohio, Indiana, and Michi- 
gan, as well as the main lines of the 
railroads in New England, appear to 
be paralleled by bus routes, only 14 
miles of the entire main line of the 
Illinois Central Railroad between Chi- 
cago and Centralia, a distance of 250 
miles, are paralleled by bus routes. 
The situation is somewhat different, 
however, in the territory south of Cen- 
tralia, Illinois, and also in the territory 
around St. Louis. Between 20% and 
25% of the total mileage of the Illinois 
Central Railroad within the state of 
Illinois appears to be paralleled by bus 


Quantity of Railroad Service 


The mere fact that competition exists 
along a certain number of miles of rail- 
roads or a certain proportion of tie 
miles of railroad within a state is not of 
itself an adequate indication of the ex- 
tent of bus competition. It is commonly 
said that bus competition is possible 
only where service is poor or where the 
rates fixed by the bus companies are very 
much lower than the railroad rates. An 
analysis, therefore, has been made of 
the railroad service in the three New 
England states and the four midwestern 
states where complete and official infor- 
mation was available. The railroad 
time-tables as shown in the Official 
Guide for October, 1925, have been 
analyzed and the number of trains a day 
between the termini of the bus routes, 
which parallel the rail routes, have been 
drawn off. Of course, this does not fur- 
nish a complete picture of the amount 
of service provided. In some cases the 
number of trains per day indicates the 
amount of service between the termini 
of the bus routes. In other cases it 
shows the amount of service between 
the termini and certain intermediate 
points, while in still other cases sub- 
stantially all of the towns touched by 
the bus routes have that amount of 
service supplied by rail lines. In spite 
of this deficiency in the information, 


routes. ~ however, the data compiled (Table IV) 
Tasie IV. Amount oF TRAIN SERVICE ON Lines SuBJECT TO Bus CoMPETITION 
Stat: , 0-2 Trains 3-6 Trains 7-10 Trains |Over ro Trains 
Massachusetts and Rhode Island. 54 143. | 184% 794 1,175 
77 159 13 270 519 
974 731 728 247 2,680 
747 1,471 392 367 2,977 
308 1,166 216 14! 1,831 
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show some extremely interesting facts 
and conclusively show what has been, to 
a certain extent, indicated by the fig- 
ures of miles paralleled by bus routes— 
namely, that the railroad lines of heavy 
trafic, which have good service, are in 
many cases subjected to more competi- 
tion than are the lines which have poor 
service. 

In the first place, Table IV shows 
that in all the states busses compete on 
all lines without reference to the amount 
of rail service. It is true that in New 
England the proportion of paralleled 
lines on which the rail service is heavy 
is much higher than in the West. This, 
however, is an indication of the amount 
of rail service provided on all lines 
rather than on the lines paralleled by 
bus routes. Passenger traffic on the 
New England roads is extremely heavy, 
the passenger density of the New 
Haven being greater than that on any 
railroad of equal size in the country. 
In both New England and in the West 
the character and amount of service on 
lines paralleled by bus routes is a cross- 
section of the character and amount of 
service provided on all railroad lines in 
those states. In Michigan, where much 
more than half of the mileage paral- 
leled by bus routes affects railway lines 
having six trains a day or less, the bal- 
ance of the mileage paralleled by bus 
routes includes almost all of the mileage 
in that state on which there is heavy 
passenger service. For example, on the 
Pere Marquette almost all of the heavy 
main lines are paralleled. The same is 
true of the Michigan Central. In 
Indiana the same thing is true in slightly 
less degree in the cases of the Pennsyl- 
vania and the Big Four. As has been 
previously shown, the important main 
lines in New England are likewise par- 
alleled. The significant fact brought 
out by Table IV is that bus competition 


has established and maintained itself in 
competition with railroad lines which 
provide excellent service as well as with 
those on which service is light. 


Competition in Rates 


Another most important considera- 
tion is whether bus competition is pos- 
sible only where the rates provided are 
much lower than the rail rates. The 
information available on this subject is 
not as adequate as would be desired. 
The commissions have no data indicat- 
ing the bus revenue per passenger-mile. 
In some states the tariffs of the bus com- 
panies must be filed, but the commis- 
sions have made no summary of these 
tariffs, except possibly for their own 
information. Nevertheless, the data 
available are sufficient to indicate rather 
clearly to what extent bus competition 
thrives on account of low rates. 

In the state of Connecticut, a com- 
pilation of the miles and fares of all bus 
routes shows in substantially every 
instance an average fare higher than 
the fare on the railroad. Nor are there 
great differences between the average 
rates per mile on the short and longer 
routes. For example, the fare for a 6- 
mile trip is 25 cents, while the fare for 
a 44%4-mile trip is $2 and for a 38- 
mile trip, $1.71. An analysis of the 
individual mileages and fares indicates 
almost without exception an average bus 
fare of 4 cents per mile or higher with- 
out respect to the mileage. An arith- 
metical average of the total miles and 
total fares shows an average rate per 
mile of 4.45 cents for the independently 
operated bus lines. In addition to the 
lines operated by independent companies 
there are a number of routes operated 
by the Connecticut Company (an urban 
and interurban company). With few 
exceptions, these lines are not in com- 
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petition with rail lines. The average 
fare per mile on these lines is 3.78 cents. 
It will be noted that in all cases the 
average rate of fare is in excess of the 
3-6 cents applying to the local steam 
railroad trafic. Information as com- 
plete as that for Connecticut is not 
available for other New England states. 
A study of the individual fares and 
miles of route, however, shows that on 
the lines paralleling the Boston and 
Maine and the New Haven, the aver- 
age rate for the bus lines is at least as 
high as that on the steam railway lines. 
In many cases the rate is the same. It 
is a significant fact, too, that between 
Fall River and Providence, where the 
service provided by the railroad is un- 
excelled and where, in spite of this fact, 
bus competition has made serious in- 
roads, the rates of fare between Provi- 
dence and Fall River are identical on 
the bus and rail lines. 

In the central-western states the 
situation as to fares differs materially in 
different sections. In Indiana, the bus 
rates have been fixed at a low point. 
Generally speaking, the rates on the 
lines out of Indianapolis have been 
about 2 cents a mile. Apparently in 
other sections of the state the fares are 
somewhat higher. The average fare of 
the lines which are in competition with 
the C. I. and W. has been just under 
3 cents a mile. 

In connection with the comparatively 
low bus fares in Indianapolis, one 
should note that in Indiana the bus 
companies compete not only with steam 
railroads, but also, to a very large ex- 
tent, with interurban traction lines, a 
situation not found in New England nor 
in most of the other states under re- 
view. It is also significant that these 
bus lines in Indiana are now, to a large 
extent, in financial difficulties, with the 
largest of them in receivership. 


In Iowa no data have been compiled 
to show the average rates, but an analy- 
sis of the schedules filed by the bus 
companies indicates that the rates run 
from 2.4 cents to 6.2 cents, with an 
average of about 4.3 cents per mile. 
Here, again, it is noticeable that the 
average bus rates are higher than the 
rail rates and that competition continues 
on that basis. In Wisconsin no official 
information was available, but such data 
as could be obtained indicate that 4 
cents a mile is the maximum on runs of 
25 miles or longer and where busses 
compete directly with steam or electric 
railways, the rates are somewhat less 
than the steam railway rates. This is 
confirmed by a study made by the 
Passenger Traffic Department of the 
Chicago and Northwestern Railroad, 
which reveals that the bus rates in Wis- 
consin are about 7% less than the rail 
rates between the same points. 


Decrease of Ticket Sales on Railroads 


Here, again, it is clear that while 
there are important examples of bus com- 
petition succeeding by reason of lower 
rates, equally important examples can 
be found of bus lines succeeding with 
rates which are equal to or in excess 
of rail rates. We must look, therefore, 
not solely to the amount of service pro- 
vided by the steam railroad carriers or 


TABLE V. DECREASE OF TICKET SALES ON 
New Haven As RESULT 
oF Bus ComPETITION 


Total | Decrease 
Termini Miles R. R. in 

Trains | Ticket 

per Day| Sales 
Providence—Fall River...... 19 65 63% 
No. Attleboro—Providence.. . 12 2 62 
Attleboro—Providence....... 12 26 41 
Providence—New Bedford.... 43 7 35 
Providence—Worcester....... 43 16 31 
Hartford—Springfield........ 26 35 a1 
Hartford—Providence....... 98 17 
Boston—Providence......... 44 47 7 
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to the relative rates, but to all factors 
governing the competition between the 
new and old systems of transport. The 
truth of this statement is shown in 
Table V, giving the result of an analysis 
of ticket sales between the termini of 
routes paralleled by bus lines. A com- 
parison was made of the sales for sev- 
eral months before and after the 
opening of bus routes. The differences 
are not due in any degree to the private 
automobile, since there were no great 
differences in the opportunity for such 
travel in the periods used. 

Table V includes routes of varying 
mileage and varying amounts of rail- 
road service. The small decrease in the 
Boston-Providence business is undoubt- 
edly due to the better time made by 
trains on account of the large propor- 
tion of express service. It is of interest 
to note that the loss of business to the 
railroad was almost exactly the same 
for the route on which the railroad 
service was the best and the worst. 
Apparently rate differences had little to 
do with the degree of loss since in all 
these cases the railroad and bus fares 
were approximately the same. 


II. Comparative Operating Costs of 
Rail and Bus Service 


The study of various transport sys- 
tems from the days of the first well- 
constructed road through the eras of the 
turnpike, the canal, and the steam rail- 
road has clearly indicated the basis for 
the substitution of one system of trans- 
port by another. In each case the supe- 
riority of the successful form of 
transport has been either in one or both 
of two factors—cost and service. By 
Service is meant not only the fre- 
quency of opportunity for transport be- 
tween points, but the entire question of 
the convenience to the traveling or 


shipping public. If bus competition is 
to be successful or if bus operation is 
to be a significant part of the field of 
passenger transport, it must justify it- 
self through one or both of these basic 
measuring sticks. 

It is a very simple matter to demon- 
strate that within certain limits bus 
operation is much cheaper than steam. 
The cost of operating a local passenger 
train varies from $1 to $1.25 per train- 
mile. This includes the cost of locomo- 
tive maintenance, the wages of the train 
and engine crews, the cost of fuel and 
other locomotive supplies, and the cost 
of caring for the engine and cars at the 
termini. If the maintenance of the 
passenger cars is included, an additional 
expense of from 8 cents to 12 cents per 
mile should be added. 

The cost of operating a highway bus, 
including the same elements of expense, 
is about 25 cents a mile. Even when 
the factor of depreciation is added 
(which is not included in the expenses 
for local steam train operation), the 
cost on the whole will not exceed 30 
cents per mile. Figures covering a sub- 
stantial period of time, compiled by a 
well-established company with adequate 
charges for maintenance and for depre- 
ciation, show a cost of 27 cents per 
mile. 

The capacity of the average local or 
branch-line steam train varies consider- 
ably, but will certainly exceed 100 
passengers per train. Assuming that 
the capacity is fully utilized, these out- 
of-pocket expenses will not exceed 1 
cent per passenger per mile. The aver- 
age capacity of most of the larger 
busses which have been in operation is 
between 20 and 30 passengers, so that 
the average cost per seat-mile is slightly 
in excess of 1 cent per mile. It is quite 
apparent that if the local or branch-line 
trains of the railroad were fully utilized, 
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the railroads on the basis of out-of- 
pocket expenses and without considering 
other charges, such as maintenance of 
way, taxes, and so forth, would be on 
an equal basis with the busses. As a 
matter of fact, however, branch-line and 
local trains are almost never utilized to 
capacity, and in a substantial number 
of cases the passengers on branch-line 
trains could be accommodated in a 
single bus. 

This fact is clearly indicated, if in no 
other way, by statistics of the average 
number of passengers per passenger 
train-mile for all Class I railroads in 
the United States. For several years 
this average has been approximately 65 
passengers per train-mile. When we 
consider the very heavy loading of 
through trains and commuter trains, it 
is a fair assumption that the average 
number of passengers on many local and 
branch-line trains is less than 30. What- 
ever the facts may be as to a majority 
of local or branch-line trains, it is well 
recognized, as shown in many rate pro- 
ceedings, that on innumerable local 
trains the average number of passengers 
could be accommodated in one of the 
larger busses. 

We have, therefore, as a basis of 
comparison not the average cost per 
seat-mile, but the average cost per mile 
of passengers actually riding. In every 
case where the passengers could be 
accommodated easily by a bus, the sub- 
stitution would effect a saving in operat- 
ing expense of close to 75%. These 
calculations are significant answers to 
the statements of many people, that bus 
competition is made possible because a 
relatively free right of way is provided, 
while the railroads have to maintain 
their own right of way and in addition 
pay taxes, which help support the right 
of way of their competitors. Although 
argument as to the injustice of this type 


of competition is undoubtedly sound, it 
in no way proves that if the bus com. 
panies were properly taxed to cover 
their share of highway expenses, they 
would not be able to compete success. 
fully with the steam railroads. On the 
basis of out-of-pocket expenses alone, 
the busses will be able to compete with 
local and branch-line trains except where 
these trains carry a large number of 
passengers. 


The Effect of Right-of-Way Expenses 


The question of the effect of a fair 
tax upon the cost of bus operation is 
so broad that it should be the subject of 
a separate paper. Much light on this 
question has already been thrown by the 
illuminating article appearing in the 
October JoURNAL.? Without reference 
to the amount of taxes actually paid by 
commercial vehicles and looking at the 
situation solely from the proportion of 
railroad costs made up of corresponding 
expenses and fixed charges, certain com- 
putations are possible which throw an 
interesting light on this controversial 
question. 

In 1924 the total operating expense 
of Class I steam railroads chargeable to 
passenger service was $1,188,674,000. 
Expenses of maintenance of way by pri- 
mary accounts and subdivided between 
freight and passenger services are not 
available at this time; nevertheless it is 
possible to arrive at approximate figures 
as to the maintenance of the right of 
way and track chargeable to passenger 
service. The total expenses, for both 
freight and passenger services, of road- 
way maintenance, ties, rails, track ma- 
terials, track laying and_ surfacing, 
crossings, and like items, but excluding 

*McDonald, T. H., “Commercial Vehicles on 
Free Highways,” THE JouRNAL OF LAND & PuBLIC 
Utitity Economics, October, 1925, Vol. I, pp. 385- 
397. 
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stations, engine-houses, shops, and cor- 
responding items, were about $600,- 
000,000 for the year 1924. The basis 
used by the Interstate Commerce Com- 
mission in subdividing the expenses of 
maintenance of track and allied items 
between passenger and freight services 
is the fuel consumed in the two classes 
of service. The fuel consumed in the 
passenger service in the year 1924 was 
about 24% of the total. Applying this 
percentage to the total freight and pas- 
senger expenses of the maintenance of 
track, way, and so forth, we have a 
total of approximately $144,000,000 
chargeable to passenger service. In 


_ other words, this figure represents the 


approximate cost to the railroads for 
the maintenance of their own tracks and, 
furthermore, is a cost to which the 
busses are not subject when they operate 
on the highways. It will be noted that 
this amount is about 12% of the total 
expenses chargeable to passenger 
service. 

The railroads, however, not only 
have to maintain their own right of way, 
but must pay the expenses of owning it. 
It is impossible to determine with any 
degree of exactness the fixed charges 
upon the value of raiiroad rights of way. 
The investment in road and equipment 
for the railroads as a whole is not sub- 
divided even as between investment in 
road and investment in equipment. The 
total investment in road and equipment 
for Class I railroads as of 1924, exclu- 
sive of materials and supplies, was 
about $21,500,000,000. Figures which 
have been compiled to show the propor- 
tion of the investment in equipment to 
the total indicate that the equipment 
investment is about 20% of the total. 
It is reasonable to estimate that the 


value in terminals, in shops, engine-’ 


houses, stations, office buildings, tele- 
Phone lines, and so forth, would repre- 


sent another 30%, leaving one-half of 
the investment in road and equipment 
representing the investment in right of 
way, or $10,750,000,000. Assuming 
that the railroads earn 534% on this 
sum, the amount of return would be 
$618,000,000. But only 24% of this 
($148,000,000) is applicable to pas- 
senger service. ‘This amount, which 
approximately equals expenditures for 
maintenance of way, track, and so forth, 
represents the return on right-of-way 
investment value chargeable to passen- 
ger service. 

The taxes paid by the Class I rail- 
roads in 1924 amounted to approxi- 
mately $340,000,000. Much of this, 
of course, is applicable to other values 
than the values in the right of way. If 
we assume that one-half of taxes, as in 
the case of road and equipment, is 
applicable to the right of way, we have 
$170,000,000, and 24% of this sum 
would be $40,800,000, the tax element 
in passenger service right-of-way invest- 
ment cost. On the basis of these very 
liberal estimates, we have a total of 
$333,000,000, or approximately one- 
third of the operating expenses, exclu- 
sive of those chargeable to the mainte- 
nance of right of way. 

If the busses were forced to pay 
taxes which equaled the cost of their 
proportionate use of the highways, we 
do not know what increase there would 
be in their operating costs. It is doubt- 
ful if the increase would be as much as 
one-third. Railroads must pay the en- 
tire charges for their right of way; the 
bus need pay but a proportion. If we 
add to the bus cost 50%, instead of the 
33 1/3% indicated on the rail lines for 
corresponding charges, the busses would 
still be at an advantage from the stand- 
point of cost in every case where the 
number of passengers on railroad 
branch lines could be accommodated in 
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a large highway bus. Even where it 
would be necessary to run two busses in 
place of one railroad passenger train, 
the out-of-pocket cost per mile would be 
50 cents to 75 cents as compared with 
$1 to $1.25 for the local steam train. 
If we add to the bus cost 50% for the 
use of the highway, the operating costs, 
taxes, and fixed charges of the busses 
would still be substantially less than the 
corresponding steam-railroad charges. 
These facts are given not to belittle the 
arguments advanced in favor of the 
busses paying an equitable tax, but 
rather to indicate that the payment of 
such a tax by the bus companies would 
not be likely to eliminate them as com- 
petitors of the railroads in handling 
local and branch-line traffic. It would 
appear, therefore, that from the stand- 
point of one economic basis, namely 
cost, the busses are in a fair way to 
supplant railroad service in the handling 
of local and branch-line passengers 
except where such local and branch-line 
service carries a large number of pas- 
sengers per train-mile. 


Competition in Service 


What is the situation with respect to 
service? The factors of importance in 
service are, first, frequency of service; 
second, dependability; third, speed; 
fourth, comfort; and fifth, convenience 
of service. From the standpoint of fre- 
quency, no one will doubt that the busses 
show to an advantage. In most cases 
the number of trips provided by the 
busses is in excess of the trips provided 
by the steam railroads, in several cases 
the service being two or three times as 
much. 

From the standpoint of reliability the 
steam railroads have a decided superi- 
ority. To be sure, local and branch-line 
trains may not show the same “‘on time” 


performance as other trains, but I be. 
lieve that people generally will accept 
the statement that on the whole the 
reliability of steam service at the pres- 
ent time is not subject to serious criti- 
cism. In the case of the bus companies, 
there are wide differences in the results. 
Companies which have been long in the 
field, and which are well established and 
well patronized by the public, have 
realized that they must provide reliable 
service if they are to succeed. Other 
lines that are not so well established 
and not operated by responsible people 
do not give such a reliable service. One 
complaint is that frequently the bus lines 
operate only in the summer months and 
either go out of business entirely or 
move to other parts of the country dur- 
ing the winter. Although this may have 
been true of some earlier companies, the 
lines which have been well organized 
fully' realize the necessity of providing 
an all-year service. Some of these com- 
panies have bought snow-removing 
equipment in order to assist the county 
and city highway departments in clear- 
ing the highways. Probably in the win- 
ter period the bus lines will find it diff- 
cult to equal the reliability of steam 
lines. To that extent the competition 
will be less severe. Nevertheless, the 
steady tendency of the established and 
well-organized bus companies is to 
improve the reliability of their service; 
and if they succeed in approximating the 
reliability of rail service, the frequency 
of their service will tend to offset its 
weakness from the standpoint of 
reliability. 

As to the speed of service, the situa- 
tion differs with the number of local 
stops by steam trains. Short runs of 
20 to 40 miles are usually local in char- 
acter, with frequent stops. In such cases 
busses can make the same time. Runs 
of 40 miles or more, with few stops, can 
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be made in quicker time by railroad. 
This is the situation between Provi- 
dence and Boston, as previously shown. 
Between Providence and Worcester, an 
equal distance, bus competition is more 
severe because of the local character of 
the railroad trains. The differences in 
speed by bus and rail are therefore 
dependent on the conditions over each 
route. 

As to the comfort of riding, the pres- 
ent large highway bus traveling on 
paved roads compares favorably with 
the average local or branch-line passen- 
ger train. The railroads, of necessity, 
must use their poor equipment on these 
trains. It would not be an economical 
proposition for them to do otherwise. 
The equipment on such trains, though 
in many respects undesirable from the 
standpoint of the passenger, is entirely 
safe and undoubtedly has an average 
life of several years for use in such 
service. To scrap such cars would be 
a waste of capital. The railroads, 
therefore, from the standpoint of eco- 
nomical management, cannot be unduly 
criticized for using this equipment for 
local service. On the other hand, the 
passenger cannot be blamed if he 
chooses to ride in a vehicle which is new 
and which, on paved roads, is comfort- 
able. The situation is somewhat differ- 
ent where the railroads provide gas cars 
or gas-electric cars, the newest types of 
which compare favorably with busses in 
comfort. 

The bus has the greatest advantage 
in the fifth aspect of service—conve- 
nience. The disadvantage suffered by 
the railroad, especially in the case of 
short runs, is the length of time spent 
by the passenger between his home or 
place of business and the railroad sta- 
tion at the ends of his trip. In many 


instances, railroad stations are at some 
distance from the business section and 


in the great majority of cases are dis- 
tant from the residential sections. On 
the other hand, most of the bus lines 
have their termini in the heart of the 
business district and are much more con- 
venient to the residential district. Since 
their routes pass along the main high- 
way, they are likely to be accessible to 
many people who are somewhat distant 
from the railroad. Analysis of the de- 
cisions of various state commissions 
reveals instances where the certificate 
has been granted primarily because of 
the convenience of bus service to these 
more remote districts. Moreover, the 
busses stop at points between the centers 
of cities and towns, while railroads, of 
course, serve passengers only at fixed 
stations. From the standpoint of ser- 
vice, therefore, the bus appears to have 
an advantage over the local or branch- 
line passenger train. 

It appears to the writer that the 
coming of the private automobile has 
educated the public to a service which 
it never before experienced. This is 
the service which has taken much of the 
business away from the railroad and 
which will continue to deprive the rail- 
road of a substantial amount of busi- 
ness. As previously stated, it is ex- 
tremely doubtful if the railroads, by 
any service which they can economically 
provide, can tempt passengers away 
from the private automobile. The 
public, once accustomed to this type of 
service, is not likely to desert it for any 
other means of transport except one 
which will approximate such service. 
The one possible exception is the bus. 


The Place of Bus Service in a 
Transport System 


To establish the exact place of the 
bus in the transport system is not within 
the scope of this article. Certainly 
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there is an economic basis for its taking 
the place of steam service on local runs. 
In the writer’s opinion, it is unlikely 
that the bus will supplant steam rail- 
road transport on runs in excess of 100 
miles where the amount of travel is 
appreciable and where the amount and 
quality of steam service is approximately 
adequate. The cost of through steam 
trains is not in excess of that of local 
trains. These trains have an average 
of from 5 to 10 cars per train. The 
average number of passengers per train 
is far greater and the average cost per 
passenger for out-of-pocket expenses 
much less than the corresponding units 
for busses. There is, of course, a 
middle ground of limited service and 
light traffic where the bus has an oppor- 
tunity even on the longer runs. On the 
whole, however, the steam railroads are 
not likely to lose much of this business. 

The Indiana bus situation is very in- 
teresting in its bearing upon successful 
bus operation. The amount of bus com- 
petition in that state is probably greater 
than in any other similar midwestern 
area. In addition, the interurban trac- 
tion lines are more highly organized 
than elsewhere. As a result, we find 
running out of Indianapolis, three com- 
plete systems of transport: steam, elec- 
tric, and highway. In no other section 
of the Middle West, probably in no 
other section of the United States, is 
there such a situation. The bus com- 
panies apparently believed it necessary 
to establish very low rates in order to 
compete, the rate being about 2 cents 
a mile out of Indianapolis. Further- 
more, in but one or two instances have 
the bus companies asked for higher 
rates. The severity of competition and 


the obvious overdevelopment of trans- 
port facilities in this section naturally 
resulted in the eventual collapse of the 
weakest system, the bus companies. It 


is significant that the interurban lines 
seem to be interested in making use of 
the bus for short local traffic. 

This situation in no way indicates the 
complete failure of the bus in its field, 
The competition between bus and trolley 
is more difficult for the former, since the 
costs of interurban electric service are 
lower than the steam roads can afford, 
Although the collapse of the inde. 
pendent bus companies in Indiana sig. 
nificantly indicates the limitations of the 
bus, it should not blind the managements 
of traction or railroad systems to the 
effective use that can be made of the 
bus in its proper field. 


IV. Attitude of Public Officials toward 
Bus Competition 


In the study of bus competition, it is 
important to determine the general at- 
titude of the public as shown by legisla- 
tion and the decisions of commissions. 
If the bus is justified by general eco- 
nomic laws, it will eventually prove it- 
self and take its proper place in the 
scheme of transport. On the other 
hand, its progress toward this place may 
be much retarded or expedited by the 
attitude of the legislators and of the 
state commissions. A clear picture 
naturally cannot be obtained from the 
sum total of the laws and commissions’ 
decisions. The policies differ widely, 
not only in the intent of the laws, but in 
the spirit in which they are adminis- 
tered. In most states where laws have 
been passed, it is provided that a cer- 
tificate of public convenience and neces- 
sity must be obtained by the bus com- 
pany. Most of the laws require the 
deposit of a sufficient bond to protect 
the prospective passengers, and some re- 
quire in addition that the bus company 
establish its financial standing. 

In several important instances, the 
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mere existence of the operation of the 
bus for a specified period prior to the 
passage of the law justified the issuance 
of the certificate of convenience and 
necessity. This automatically provided 
for the existence of the bus routes re- 
gardless of the character of the railroad 
service paralleled by these routes. 

In Michigan, by an important de- 
cision of the Michigan Supreme Court, 
the certificate of convenience and neces- 
sity was to be given by the commission 
with reference solely to the amount of 
existing bus service and without any 
reference to the service provided by 
other agencies. In a similar case in 
Ohio, however, the commission decided 
that the Ohio law could not be inter- 
preted in the same way. 

The decisions of the state commis- 
sions cannot be crystallized. 
cases, the commissions have stated that 
a certificate of convenience and neces- 
sity should not be given when the exist- 
ing service is adequate. What consti- 
tutes adequate service is a question on 
which opinions differ widely. There is 
a general acceptance, however, of one 
principle; namely, that the bus has won 
for itself a definite place in the trans- 
port system of the country. The Colo- 
rado Commission in re Colorado Motor 
Way, Incorporated, said: ‘Some of the 
counsel for respondents contend in their 
briefs that the applicant must establish 
the right to a certificate of convenience 
and necessity beyond a reasonable doubt. 
This is absurd. No such rule has been 
laid down by any utility commission nor 
promulgated by any court. It would 
seem to be time for railroad companies 
to understand that the state does not 
guarantee a satisfactory return upon 
utility investments, and further that the 
automobile is here to stay and that it 
cannot be eliminated by any utility 
commission nor by any court or legisla- 


In most. 


and proper lines. 


ture; that it is a great industrial fact 
and must be met and treated as such. 
The law will not compel a person to 
ride on a railroad train nor forbid him 
to ride in an automobile if he so desires. 
Such a policy is inconsistent with the 
American notion of human liberty.’* 

Even a dissenting opinion in the same 
case clearly recognized the place to be 
occupied by the bus. The dissent re- 
ferred not to the legitimate sphere of 
the bus, but rather to the specific appli- 
cation of the principle in the particular 
case. The same opinion is especially 
interesting because it establishes a prin- 
ciple which undoubtedly will be widely 
accepted. 

“Tt would be ill advised to say that 
motor-trucks have no place in this day 
and age. They already occupy a large 
and ever-increasing field, and one might 
just as well attempt to sweep back the 
tides of the ocean with a broom as to 
prevent their operation within useful 
However, this does 
not mean that they may not, without 
proper control, become a menace to the 
very people they seek to serve... .It is 
possible the larger and more prosperous 
roads of Colorado can withstand this 
invasion, but this subtraction from some 
of our weaker lines, already sorely 
financially depressed, may so seriously 
handicap them as to compel them to 
cease operation. The railroads are ab- 
solutely necessary to our civilization. If 
it were not for them, the wheat, corn, 
potatoes, fruits, hay, lumber, coal, live 
stock, sugar beets, and so forth, could 
not be moved to and from the eastern 
or local markets.’ 

This idea of evolution also appears 
in the opinion of the Michigan Supreme 
Court, referred to previously: “This 
is an age of evolution in the transporta- 


*P.U.R. 1924 A, 56, at 61-62. 
‘Ibid., at 66. 
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tion business. Steam railroad ser- 
vice greatly reduced the earnings of 
the vessels carrying passengers and 
freight, and put the stage coach out of 
business. Electric cars have much af- 
fected the business of steam roads be- 
tween certain points. The use of motor 
vehicles will doubtless decrease the 
earnings of the electric roads. If it be 
desirable to clothe the commission with 
the power to prevent such competition 
by refusing to permit motor vehicles to 
operate, when the service rendered by 
the steam and electric roads is adequate 
to the needs and convenience of the 
public, we think the legislature should 
so provide in no uncertain language.’”® 

In the important case of re Aldrich,® 
decided by the New York Public Ser- 
‘vice Commission in 1922, which dis- 
cusses in an able manner the various 
questions surrounding bus competition, 
appears the following: 

“This is a period of transition and to 
require those living at a distance from 
fixed railroad stations to journey to the 
stations and there await the arrival of 
trains, rather than to be allowed to take 
advantage of busses stopping at their 
front doors, merely because this would 
result in financial loss to the established 
carrier (the railroad), is not in keeping 
with ideas of progress. It is said that 
when the Erie Canal was projected, it 
was strenuously opposed by those who 
hauled freight by ox-teams from Albany 
westward, because the canal competition 
threatened to destroy their established 
business. When the first crude locomo- 
tive began to draw passenger and 
freight-cars, it undoubtedly meant ruin- 
ous competition to the lines of stage 
coaches which had accommodated the 
public since highways were first laid out. 


“Rapid Railway Company et al v. Michigan 
Public Utilities Commission, 196 N. W. 518; P.U. 
R. 1924 B, 585; at 591. 
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But in each of these cases the competi. 
tion of the established carrier had to 
yield to a more adequate and conve. 
nient method of transportation.” 

Again in the case of re Kipp’s Ex. 
press and Van Company,’ the Illinois 
Commission made this significant state. 
ment: ‘There is undoubtedly a field 
for motor transportation. The con 
tinued filing with this Commission of 
petitions for certificates of convenience 
and necessity by motor transportation 
companies to enter into competition with 
railroad companies plainly shows this 
Commission that the motor transporta- 
tion service can no longer be ignored by 
steam railroad and electric interurban 
companies but that the economic ques- 
tion must now be answered whether rail- 
roads intend to fill the field served by 
their line with the most modern and 
most convenient service, adopting and 
coordinating motor transportation ser- 
vice in so far as it may assist in better 
serving the public within the field oc. 
cupied by them. . . .” 


Trend of Commission Decisions 


From these quotations from various 
decisions and from others which can be 
quoted, it is clear that state commissions 
as a whole have accepted the proposi- 
tion that there is a definite field for the 
motor-bus and incidentally forthe motor- 
truck. In scores of cases the efforts of 
railroad companies and interurban lines 
have failed to prevent the issuance of 
a certificate of public convenience, and 
the number of certificates continues to 
increase. This attitude of the commis- 
sions does not mean any want of sym- 
pathy for railroad lines or any failure 
to realize the necessity of safeguarding 

*P.U.R 1923 A, 385, at 390. 


*P.U.R. 1923 E, 249, at 256. See also Re Frank 
P. Turner, et al, P.U.R. 1922 B, 760. 
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the existing means of transport. It is 
significant, however, that in cases where 
the railroads provide service of 4 or § 
trains a day in each direction the com- 
mission has found that the public con- 
venience required additional trains. 

The commissions have distinctly re- 
fused to consider the various pleas made 
by the railroad companies as to the un- 
fairness of competition, excessive use of 
the highways, financial condition of the 
railroad companies, and so forth. For 
example, the Colorado Commission in 
re Preston said: ‘Such matters as in- 
jury to the highways of the state by 
truck transportation lines and of the 
taxes paid by rail carriers, which pro- 
portionately are used for the construc- 
tion and maintenance of highways, and 
all such kindred questions are matters 
for legislative action, by the enactment 
of such statute laws as will invest the 
Commission with authority to, in the 
proper case, give such matters due con- 
sideration.””® 

And again in the case of re Aldrich, 
previously quoted, the New York Com- 
mission said: “The railroads insist that 
motor bus competition is unfair, and for 
these reasons: The ordinary bus line is 
not required to give specified or sched- 
uled service; in contradistinction to the 
railroads, operating on their own right 
of way, maintained at their own ex- 
pense, the bus line operates over high- 
ways built and maintained by the 
general public. The ordinary bus skims 
the short-haul traffic and as a rule does 
not seek (at present) the longer hauls. 
They are independable at late or early 
hours and in inclement weather; when 
the highways are filled with snow or 
covered with ice they run with irregu- 
larity. The average motor bus is not 
heated in winter; and there is seldom 
any financial responsibility or redress in 
case of accident and injury to patrons. 
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.... The foregoing facts have been 
presented many times to this Com- 
mission, but our authority is limited to 
deciding whether the proposed bus 
route is demanded by public convenience 
and necessity, and all these other mat- 
ters are, therefore, immaterial in arriv- 
ing at that decision.’”® 

The Colorado Commission held that 
all evidence as to the taxes paid by rail- 
roads, especially for county and state 
road purposes, was immaterial and 
irrelevant in cases where certificates of 
public convenience and necessity were 
secured for the operation of vehicle 
service. 

Another interesting angle from the 
standpoint of the state commissions was 
presented in the decision of the Arizona 
Commission in re R. H. and J. S. Hat- 
chell: ‘The territory to be covered by 
this line, including California, is served 
by the Southern Pacific Company and in 
so far as through service is involved, 
by the Atchison, Topeka and Santa Fe, 
but since it is shown that the stage fares 
are less than the existing railroad fares, 
it would seem that ample justification 
exists for affirmative action by the Com- 
mission, even though it is conceded that 
the railroad service is convenient and 
satisfactory outside of the feature of 
rates.’’?° 

With reference to the financial con- 
dition of a company, the Colorado Com- 
mission, after commenting upon the 
railroad’s showing that bus competition 
will cut passenger revenues 5%, said: 
“However this may be, it is not deemed 
to be of controlling materiality for the 
simple reason that, as this Commission 
and many other commissions have re- 
peatedly held, a common carrier must 
afford reasonably adequate and efficient 


*P.U.R. 1922 C, 844, at 848. 
*P. U. R. 1923 A, at 390-391. 
*P. U. R. 1923 D, 543, at 544. 
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service to the public to be protected in 
that service from competition. If a 
common carrier is unable to do so by 
reason of poverty, lack of business or 
any other reason, it is not cause for the 
public to be deprived of a reasonably 
adequate and efficient service. Hence, 
it follows that evidence of the financial 
condition of a railroad and its inability 
to earn even its operating expenses in 
and of itself furnishes no ground of 
defense or protest to the granting of a 
certificate of convenience and necessity. 
As has been decided by this Commission 
in several cases, the necessity need not 
be an absolute necessity, but only such 
a necessity as will be reasonably conve- 
nient to the service of the public.” 

Likewise the Montana Commission 
said: “The fact that the Montana 
Western might lose its business, and 
might even go into bankruptcy as a con- 
sequence thereof, is not controlling. The 
question, under the statute, is whether 
the service rendered by the applicant is 
so far superior to the service now fur- 
nished in that territory, and so essential 
to the public convenience that the appli- 
cant should be allowed to operate not- 
withstanding the presence of the rail 
carrier.”*? 


Meaning of Public Convenience—to the 
Commissions 


The question of what constitutes 
public convenience and necessity is one 
upon which commissions differ widely. 
In most cases, the commissions and 
courts have held that the general public 
rather than a mere section of it must 
be more conveniently served. There 
are, however, interesting examples of 


™ Re W. E. Carver, P. U. R. 1923 B, 242, at 247- 
248. 

"Re R. R. Broadhead, P. U. R. 1924 E, 222, at 
223-224. 


how this general principle may be inter. 
preted. In one case the Vermont Com- 
mission said: “It is true that this 
service came into competition with the 


passenger service of the Central Ver.. 


mont Railroad, but the bus service gives 
to the public additional opportunity for 
communication between these different 
towns, and especially affords opportu- 
nity for the farming communities 
through which the line extends, to make 
quick trips to the centers of business, 
and to send small packages and have 
errands performed for them, a service 
which the railroads are unable to 
extend.””* 


Needless to say, the railroads cannot 
hope to meet competition of this kind 
if the general interpretation of public 
convenience is to follow this reasoning. 
Probably the most fallacious method of 
determining whether the public conve- 
nience requires a competitor is illus- 
trated in one or two cases in which the 
justification of the bus line is primarily 
its ability to sustain itself. The Mon- 
tana Commission said:“.... The 
rehearing has developed the fact, not 
clearly shown heretofore, that the 
White Star Line has operated at a 
profit, and while its competitor, the 
Pioneer Line, presents figures showing 
an operating loss, we do not feel justi- 
fied, in the presence of the public 
demands, in ruling against the carrier 
which shows its ability to sustain itself, 
merely to carry out a monopolistic 
policy.’’** 

From the standpoint of the tactics of 
the case, the railroad companies might 
welcome such a line of reasoning, for 
they undoubtedly could show in case 
after case that local rail or bus trans- 


™Re Jewett and Son, P.U.R. 1924 A, 155, at 156. 


“Re White Star Line, P.U.R. 1924 B, 193, at 
206. 
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port did not pay expenses. If this line 
of reasoning were accepted, there would 
be few motor-bus lines paralleling our 
main and branch railroad lines. How- 
ever, the writer has not discovered any 
case in which a similar line of reasoning 
was adopted for the railroad lines. 

A significant statement indicating the 
dificulties that the state commissions 
have in interpreting the new laws is that 
of the Iowa Commission: ‘Just what 
the promotion of public convenience 
means is not always easy to determine. 
It has been argued that we should be 
prophetic; that if we believe that in the 
undetermined future the present estab- 
lishment of a bus or truck line will 
cripple the rail service now provided, 
then we should find that the said motor 
carrier would not promote the public 
convenience. However we may be 
convinced in our own minds that there 
is grave danger to continued service by 
rail when in competition with bus and 
truck service, it is manifestly not within 
our province to prognosticate and, upon 
that basis, hold against a proposed bus 
and truck line. It is not pleasant to 
contemplate the jeopardizing of service 
we have always believed to be necessary 
for the public convenience in order that 
a new carrier may be profitably em- 
ployed. Especially so, when so many 
proposed bus or truck lines have no 
assurance of stability, no great financial 
backing, and but little invested capital. 
The law does not require any assur- 
ance of continued bus or _ truck 
operation.’”*® 

These decisions have been quoted to 
indicate the general acceptance of the 
motor-bus by the commissions and also 
their refusal to take into account cer- 
tain arguments of the railroads, not 
because those arguments might not be 


“Iowa Commission Docket H-18, Nov. 23, 
1923. 
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sound in themselves, but because the 
commissions were powerless to consider 
them under the law. Other cases have 
been given to indicate that the conve- 
nience of the public may be considered 
on very broad lines and justify almost 
any motor-bus route. Nevertheless, 
there are many important decisions in 
which the commissions have clearly 
shown that a real convenience for the 
public as a whole must be shown before 
they will allow additional motor-bus 
routes. The case which is most often 
quoted is that of the Illinois Supreme 
Court. 


If the transportation facilities furnished by 
appellee are so inadequate as to subject the 
public to inconvenience and the operation of 
bus lines would eliminate that inconvenience, 
the order of the Commission was authorized. 
It is not the policy of the Public Utilities Act 
to promote competition between common car- 
riers as a means of providing service to the 
public. The policy established by that act is 
that through regulation of an established car- 
rier occupying a given field and protecting it 
from competition, it may be able to serve the 
public more efficiently and at a more reason- 
able rate than if other competing lines were 
authorized to serve the public in the same ter- 
ritory. The policy of the public utilities is 
that existing utilities shall receive in a fair 
measure a protection against ruinous compe- 
tion. . Where one company can serve 
the public conveniently and efficiently, it 
has been found from experience that to author- 
ize a competing company to serve the same 
territory ultimately results in requiring the 
public to pay more for transportation in order 
that both companies may receive a fair rate 
on the money invested and the cost of opera- 
tion. Whether the public conve- 
nience and necessity require the establishment 
of a new transportation facility is not deter- 
mined by the number of individuals who may 
ask for it. The public must be concerned as 
distinguished from any number of individ- 
uals,?¢ 


In the same manner the Iowa Com- 


%* West Suburban Transit Company v. Chicago 
& West Towns Ry. Co., 309 Ill. 17. 


150 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


mission said: “That a few people may 
declare that the proposed additional 
service would promote public conve- 
nience in view of the established fact 
that there are already facilities pro- 
vided to carry passengers almost every 
hour of the day between two given 
points, would not be sufficient evidence 
to warrant the Board in holding that 
such additional proposed service would 
promote public convenience.’ 
Likewise the Colorado Commission 
said: “It is probably true that if a bus 
or electric car or a flying machine 
offered service every 15 minutes from 
morning until midnight of each day, 


some person or persons would find it 


convenient to use it, but such a service 
would hardly be termed a necessity of 
any character.”*® 

It would appear that the Illinois 
Commission has adopted a_ broader 
standard of public convenience and 
necessity than many other commissions. 
This is clearly illustrated in the case of 
re Ritter.” 


The Commission finds that in passing upon 
the question concerning the granting of a cer- 
tificate of convenience and necessity to any 
motor bus company it is important and essen- 
tial that the applicant shall have such finan- 
cial ability, such operating experience, and 
such a reasonable guaranty of sufficient 
business as to warrant and guarantee to the 
public a successful operation of a permanent 
motor bus enterprise and there is not sufficient 
showing in this regard that such conditions 
exist with reference to the Ritter Motor Bus 
Company or that if a certificate of convenience 
and necessity were granted to it, as herein 
applied for over Route Number 1, that its 
financial condition, its experience in motor bus 
operations, or the general experience and abil- 
ity of its officers in the operation of a motor 
bus enterprise is such that it become a perma- 


™ Re Tom R. Moore, P. U. R. 1924 E, 587, at 592. 

*P. U. R. 1924 E, 572. 

* Re W.H. Ritter, P. U. R. 1923 B, 530, at 535- 
537- See also, P. U. R. 1923 A, 325; P. U. R. 
1923 A, 615; P. U. R. 1923 C, 357. 


nent part of the transportation system of the 
state and particularly of the community 
through which it proposes to operate. 

The Commission further finds that the 
temporary operation of any transportation sys- 
tem within a community, without possessing 
the certainty and security of developing into 
a permanent operation based upon the reasons 
just stated, is not a public convenience and 
necessity. In the absence of those elements 
and of such proof it does not possess the com- 
posite parts of a public convenience and neces- 
sity and that by reason thereof the application 
filed herein for a certificate of convenience 
and necessity over route designated as Route 
Number 1 should be denied. 

Route Number 2 described in the applica- 
tion filed before the Commission as general 
docket number 12323 extends from the city 
of Bloomington on the west to the village of 
Colfax on the east and passes through several 
intermediate cities and villages and is close 
to, and nearly parallel with, the Illinois Cen- 
tral Railroad Company. This, too, 
brings us to the question as to whether or not 
the public convenience and necessity demand 
or require the granting of a certificate of 
convenience and necessity over the route de- 
scribed as Route Number 2 and whether 
public convenience and necessity would be 
better served by the issuance of such a 
certificate. 

The city of Bloomington, Illinois, and the 
village of Colfax, Illinois, and all intermediate 
cities and villages are at present served by 
the Illinois Central Railroad Company, which 
is the only public utility operating between 
those cities and engaged in the transportation 
of passengers and property for hire. As to 
the service rendered by the Illinois Central 
Railroad Company between the city of Bloom- 
ington, Illinois, and the village of Colfax, 
Illinois, the record is rather indefinite as to 
the exact amount of train service, but before 
disposing of that question we would suggest 
that if there is a sufficient demand for addi- 
tion service in any of the cities lying along 
the lines of the Illinois Central Railroad 
Company between the city of Bloomington, 
Illinois, and the village of Colfax, Illinois, 
then such additional service can be obtained 
and added by order of the Illinois Commerce 


Commission following a proper showing. 


before the Commission of such demand. 


This case involved proposed bus lines 


compet 
and Al 
and 
phrase 
routes 
If o 
of thor 
decisio: 
it may 
lows: 
line) i 
field. 
to pub 
does n 
other « 
provid 
tory tc 
motor- 
the hig 
of the 
view O 
the lay 
consid 
missio1 
nience. 
that pi 
the exi 
rier dc 
furnisk 
the pu 
the cor 
port v 
There 
transp 
it desi! 
tional 
Wh 
port tl 
indicat 
that it 
of tra 
bus ra 
compa 
sion 
indicat 
port f 
be fu 


} 
\ 


THE MOTOR-BUS AND THE RAILROADS 151 


competing in the one case with Chicago 
and Alton; second, C. C. C. and St. L.; 
and third, Illinois Central. The 
phraseology of the case as to all three 
routes was the same. | 
If one can derive any definite trend 
of thought or policy through the many 
decisions of various state commissions, 
it may be expressed somewhat as fol- 
lows: the railroad (or the interurban 
line) is the established carrier in the 
field. As a common carrier it is subject 
to public regulation. Such regulation 
does not guarantee that carrier from 
other competition unless such a carrier 
provides service reasonable and satisfac- 
tory to the public. The unfairness of 
motor-bus competition, its free use of 
the highway, and the financial condition 
of the carriers are not within the pur- 
view of the commission in carrying out 
the law, but these are matters to be 
considered by the legislature. The com- 
mission must look to the public conve- 
nience. It will expect, and must insist, 
that public convenience be fully met by 
the existing carrier. If the existing car- 
rier does not see fit or is incapable of 
furnishing the adequate service which 
the public requires, then it must expect 
the competition of other means of trans: 
port which will provide such service. 
There is a use and place for motor-bus 
transport. The public has shown that 
it desires and will insist upon the addi- 
tional convenience of bus service. 
While not very many decisions sup- 
port this view, there are decisions which 
indicate that the commissions believe 
that it is better for the existing agencies 
of transport to make use of the motor- 
bus rather than to let new and untried 
companies take this field. The commis- 
sion of the District of Columbia 


indicated that where additional trans- 
port facilities are needed, they should 
be furnished by existing transport 


agencies, either street railways or mo- 
tor-bus lines, rather than by the 
licensing of new companies.” 

Likewise the California Commission 
granted a certificate of convenience and 
necessity for operation of motor-busses 
to an electric railway company in pref- 
erence to other applicants after compar- 
ing the expected rates and the financial 
responsibility of the respective appli- 
cants.”* Attention is also called again 
to the expression of the Illinois Com- 
mission, previously quoted, “that the 
economic question must now be an- 
swered whether railroads intend to fill 
the field served by their line by the 
most modern and convenient service 
adopting and coordinating motor trans- 
portation service in so far as it may 
assist in better serving among the 
public... .” 

Since it seems to be a fairly well 
established fact that the motor-bus is 
justified both by economic considerations 
and by public policy, the important 
question to determine is: what mea- 
sures, from a practical standpoint, 
should be adopted to improve control of 
the situation? 


V. Control of Bus vs. Rail Competition 


Looking at the matter first from the 
standpoint of the public, the question 
arises as to whether the motor-bus 
should be operated by new companies 
or whether the situation will be handled 
best by allowing existing transport 
agencies, whether the steam railroad or 
the electric railway, to use busses. Un- 
doubtedly in the early stages of the 
development of this new form of trans- 
port a larger number of bus routes will 


* Washington Railway & Electric Company v. 
Washington Rapid Transit Company, P. U. R. 
1922 C, 754. 

=P. U. R. 1925 A, 698 et seq. 
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be operated and more frequent service 
will be provided if the busses are inde- 
pendently operated. The new man in 
the field ordinarily does everything 
possible to enlist the support of the 
public by providing a frequency of 
service that often is not economically 
justified. The experience of Indiana 
shows also that the rates will probably 
be much lower than the railroad rates 
and that during this period the public 
will be convenienced thereby. 

On the other hand, one would sup- 
pose that the public should have 
discovered by this time that, in the long 
run, unrestrained competition among 
public utilities has uniformly turned out 
badly in the field of transport. The 
results of ruinous competition for both 
passenger and freight service during the 
first 50 years of steam railroad develop- 
ment provided a lesson that should not 
be forgotten. The independent bus 
company will eventually either be forced 
into bankruptcy, as has been the case in 
Indiana, or will be compelled to reduce 
service and raise rates to a level that is 
economically justified. 

There will also be a strong tendency 
toward the consolidation of small com- 
panies into larger ones and the develop- 
ment of larger systems. Even in the 
earlier stages while the public will be 
helped by more frequent service and 
lower rates, it will be injured through 
the operation of small companies that 
are not financially responsible. It is 
true that the laws of many of the states 
require a showing of financial responsi- 
bility and the filing of a bond to protect 
the traveling public against injury. 
Nevertheless, there are likely to be 
many instances in which, through irre- 
sponsible companies of no sound finan- 
cial standing, the public will be sub- 
jected to injury without adequate 
compensation. 


Justification for Operation of Busses 
by Established Agencies 


From the standpoint of sound public 
policy, it appears that the new situation 
could best be handled by the existing 
agencies, if they will handle it. The 
steam railroads and the electric lines 
over a long period of years have learned 
the lesson of their responsibility to the 
public. Public regulation is accepted as 
a permanent factor in their respective 
fields. Litigation or evasion of respon- 
sibilities to the public are far less likely 
if the field is occupied by established 
transport agencies. 

Again, if the steam and electric rail- 
roads make use of the motor-bus, they 
will be able to coordinate the two 
branches of service and give the public 
much better service than it ever before 
enjoyed. The rail lines will be used 
primarily for the longer hauls and ex- 
press service. Local stops can be elimi- 
nated and bus routes of from 20 to 50 
miles established to take care of the 
local traffic. On this basis there will be 
more direct express service for every 
one, and the passengers from local 
points with a run to the next larger 
town and connection with through 
trains will be far more conveniently 
served than they have ever been before. 
It is true that the same convenience 
could be provided if the bus lines were 
in the hands of private companies, but 
it seems an obvious fact that this could 
be carried out much more efficiently if 
the two companies were under common 
control. 

More important than any of these 
matters is the assurance that with the 
motor-bus handled by the electric line 
or the steam railroad it will take its 
proper place in the scheme of transport. 
That it has such a place has been dem- 
onstrated, but that it has very distinct 
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limitations has also been shown. If the 
bus is under other than the existing 
companies, there will be a constant ten- 
dency toward the extension of its use 
into other cities. There are many cases 
where over long stretches of railroad 
there are but one or two trains a day 
in each direction and these are largely 
of a local nature. With well-paved 
highways busses may compete success- 
fully on runs much longer than 100 
miles. The bus lines operating out of 
Chicago to points such. as Benton 
Harbor and Muskegon, Michigan, illus- 
trate this situation. If the railroad com- 
panies study the situation to determine 
where the bus can be operated most 
efficiently, the public need not fear that 
a utility which is absolutely necessary 
for most of the service will be endan- 
gered in the performance of that ser- 
vice by ruinous competition of the new 
carrier. 

If we adopt the policy of fostering 
competition with independent bus com- 
panies, the railroads will have but one 
means of meeting the situation; namely, 
by reducing the existing service. The 
loss in revenue will result in a much 
greater proportionate loss in the income 
and a continued tendency toward poorer 
financial condition. To take care of 
such a situation, an increase in rates 
will be one of the few solutions. An 
increase in rates would naturally result 
in further opportunities for the exten- 
sion of bus service. From every angle, 
therefore, it would appear that the pub- 
lic interests would best be served by 
the encouragement of the control of this 
new form of transport by the existing 
agencies. 


Substitutes Offered by Railroads 


We are confronted, however, by the 
reluctance of the railroad companies to 
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enter this new field. Apparently they 
feel that it is not to their best interests 
to engage in operation other than on 
rails. Already there is a decided ten- 
dency toward the policy of reducing the 
train service, promoting the long-haul 
traffic, and abandoning branch lines and 
service. Obviously this is the only pol- 
icy possible if the railroads are not to 
make extensive use of the motor-bus. 

There has been a decided movement 
during the last four or five years to- 
ward the use of the gasoline or gas- 
electric rail cars. These are found on 
local trains and on branch lines in many 
parts of the United States and also in 
Canada. That these cars have a place 
in our transport system can hardly be 
doubted. Even the earlier ones showed 
a reduction in cost of 50% as compared 
with the cost of steam transport, and 
the later cars are showing a reduction 
of approximately 60%. Some of the 
railroads have added these cars, and 
have attempted by more frequent ser- 
vice and this better type of equipment 
to win back their traffic. From the 
reports received from various sources, 
however, the gas rail cars do not appear 
very successful in that respect. They 
are effective in reducing expenses, but 
apparently they are not effective in en- 
ticing the business or in competing with 
the private automobile or the highway 
bus. With the development of the 
large gas-electric cars having a capacity 
almost as great as the average branch- 
line coach, there undoubtedly will be a 
very definite place for them on runs 
where the traffic is fairly heavy, but 
where it is not necessary to have two 
coaches. Even in the latter case, the 
situation can be taken care of by trail- 
ers. In the many cases, however, where 
the number of passengers is so small 
that they can easily be handled in the 
average large highway bus, that vehicle 
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is undoubtedly the cheaper, besides pos- 
sessing other advantages over railroad 
coaches. 

Although the railroads are making 
extensive use of the gasoline rail car, 
they are more hesitant about going into 
the highway bus field. In some cases, 
this hesitancy is due to charter limita- 
tions or other legal restrictions—a very 
practical consideration. In many other 
cases, it is due to the belief that the 
field of the highway bus is extremely 
limited and that the private automobile 
is and will be the only real source of 
loss of passenger traffic. With that in 
view, the removal of non-paying trains 
is believed to be the best method of 
handling the situation. In many in- 
stances this will result in a greater sav- 
ing in expense than the loss in revenue. 
Furthermore, the experience of most 
railroads during the last few years has 
been that the short-haul business on 
local and branch lines is a liability. 
With that in mind, it is logical for the 
railroads to hesitate before using capi- 
tal, much needed for strictly railroad 
projects, on a doubtful enterprise. The 
abandonment of branch-line service 
would result in a surplus of equipment 
which could not be used elsewhere and 
this surplus would be increased by the 
purchase of busses. 


Railroads Should Enter Highway Bus 
Field 


With respect to many railroads, how- 
ever, it is difficult to escape the conclu- 
sion that their best interests would be 
secured through the use of the highway 
bus. There are several reasons for this 
conclusion. In the first place, as has been 
indicated, there will be a saving in oper- 
ating cost per mile of close to 75%, and 
even if taxes are increased to pay for 
the use of the highways, a very substan- 


tial saving would still be possible. This 
would apply in every case where the 
maximum number of passengers on the 
car at one time does not exceed 25 or 
30 and where the minimum passengers 
per train-mile is from 8 to 10. This 
policy also would give an opportunity 
to make the same saving through the 
reduction of steam service as would be 
accomplished by the negative policy of 
simply allowing the business to slip 
away. In this case, however, the rail- 
road will be giving the public the 
required service. It will be safeguard- 
ing its revenues and probably will be 
increasing them. The writer believes 
that one of the most significant possi- 
bilities of the highway bus is as a devel- 
oper of new traffic. This conclusion 
was reached both from the results of 
his own observation and from the ex- 
perience of other lines. One of the 
expressed reasons for the entrance of 
the Chicago, North Shore and Milwau- 
kee Electric Railway into the bus 
business was that it would thereby 
develop new business; the indications 
are that success has attended these 
efforts. To many people will occur 
illustrations of this principle—bus lines 
operating parallel to railroads on which 
the amount of business handled is ex- 
ceedingly small. The writer has in 
mind definite localities in New England 
where the amount of traffic on the rail- 
road has for several years been almost 
negligible, and where the railroads could 
lose no further business. Bus lines par- 
alleling this line and operating frequent 
service have been successful. Obviously 
in such cases business does not come 
from the railroad. The bus, in fact, 
has developed new business, presumably 
from the private automobile. 

If the railroad gives this branch-line 
service on the highway, providing means 
for handling mail and express, an addi- 
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tional opportunity for saving comes 
from the substantial reduction of 
branch-line maintenance expenses by sub- 
stituting a freight standard of mainte- 
nance. It has been estimated that in 
such cases approximately 25% of road- 
way maintenance expenses would be 
saved. Obviously such a reduction 
in expenses could not be effected except 
on lines where all passenger service has 
been eliminated, but it is believed that 
the practical field of the motor-bus is 
in the handling of business in such ter- 
ritories. In all probability such reduc- 
tion of maintenance expenses would 
more than offset any increase in taxes on 
the busses. 
Considering the situation in all of it 

phases, it does not appear that the rail- 
road companies can lose much, if any- 
thing, by entering into the bus business 
where the busses fill a real need. Even 
if the busses did not pay for themselves 
and the revenues were less than the ex- 
penses of operation, the railroad com- 
pany would gain. For example, let us 
assume that a passenger train earned 25 
cents gross income a mile and that it 
had not been taken off because it was the 
only service provided and the public 
convenience required its continuance. 
The cost of operating a steam train will 


probably be at least $1, meaning a loss. 


of 75 cents a train-mile. The use of 
the bus would cut the loss from 75 cents 
to 5 cents. In such a case an inde- 
pendent company could not afford to 
handle the business, while the railroad 
company could afford to take this re- 
duced loss as compared with a much 
greater loss with the steam service. In 
the larger number of cases, however, the 
revenues would probably exceed the 
expenses. There are many cases un- 
doubtedly where the revenues per mile 
lie between the expenses per mile of the 
bus and of the gasoline rail bus. Cer- 


tainly this has been true of railroads 
which have come under the ‘writer’s 
observation. 

One other phase of the situation 
deserves some comment—that is the 
rights of the existing independent bus 
companies. Once these companies have 
been granted a certificate of conve- 
nience and necessity and fulfilled the 
requirements of the law, their status 
thereupon becomes substantially the 
same as that of the steam or electric 
railway. This has been clearly indi- 
cated in the decisions of the state com- 
missions. Furthermore, it is also 
indicated by the action of the Connecti- 
cut Commission in refusing to grant to 
the bus subsidiary of the New Haven 
Railroad a certificate of convenience 
and necessity for busses over routes 
already occupied by independent com- 
panies. This is obviously the only fair 
policy which can be followed. An addi- 
tional reason is provided for prompt 
action by the steam or electric railways 
toward meeting this new condition. 
Although many of the companies now in 
the bus field will drop out on grounds of 
economy or through the pressure of 
competition or through the disastrous 
results of low rates, there is no doubt 
of the ability of the bus lines to compete 
if they have rates equal to, or higher 
than, the railroad rates. If the rail- 
roads supplant their local or branch- 
line service with highway busses, at 
points now unoccupied, they will be pro- 
tected in large measure from this kind 
of competition in such territories. There 
is every reason, therefore, for earnest 
study and analysis of the situation by 
the railroads, and they should enter the 
field promptly wherever the effective- 
ness of the bus has been proved. In 
that way, they can gather in hand and 
control a situation which otherwise is 
likely to result disastrously for them. 


THE FAIRWAY FARMS PROJECT 


By M. L. WILSON 


HE Fairway Farms Project is an 
experiment in farm tenancy and 
farm ownership. Its objective is 

to facilitate the climbing of the “‘agri- 
cultural ladder.” It is an effort to 
demonstrate a form of land tenure 
which leads to ownership on the part of 
the farmer and which at the same time 
looks after the interests of the initial 
owner of the land. Under the Fairway 
plan the problems of land tenure are ap- 
proached from the national point of 
view. All interests are considered. The 
interests of the tenant farmers, of the 
landlords, and of the general public are 


all kept in mind and the goal is the wel- | 


fare of all. 

In the spring of 1924 the Fairway 
Farms .Corporation of Montana was 
organized for the purpose of carrying 
out the first of what, it is hoped, may 
prove to be a series of experiments to 
find and demonstrate better practices 
in adjusting the relations of farmers to 
the land. The agriculture of Montana 
has been wrecked by a combination of 
circumstances. Some of these forces 
were attributable to nature and beyond 
the control of man. Other forces were 
the result of national policies over which 
the farmers were in a position to exer- 
cise no control. Still other causes of 
failure arose from a wrong type of farm 
management which with proper educa- 
tional guidance and financial backing can 
be overcome by the farmers. The Mon- 
tana Fairway Project is, therefore, quite 
as much a demonstration of the proper 
size of farm, of methods of selecting 
and testing men as tenants and prospec- 
tive owners, of the efficient method of 


equipping farms, and of the best type of 
farming suited to each of the regions in 
which farms are located, as it is a 
demonstration in fair methods of ad- 
justing the relations of landowners with 
tenants who wish to become landowners. 
Through all these problems which the 
corporation has attempted to solve in 
the farmers’ as well as the nation’s in- 
terest runs this idea of establishing 
better standards and methods in the 
farming business whereby capable men 
may more easily climb the “ae 
ladder” to ownership. 

The background of the Fairway plan 
can best be placed before the reader by 
giving a brief sketch of the origin of 
the idea and the particular circum- 
stances which led to its first use in Mon- 
tana. 


The Origin of the Idea 


The idea of the Fairway plan de- 
veloped in the mind of H. C. Taylor 
while he was professor of Agricultural 
Economics at the University of Wiscon- 
sin and at the same time the owner and 
operator of two farms near Madison, 
Wisconsin, on one of which he lived. 
The farms which Taylor bought had 
been operated by tenants with tobacco 
as a major crop. The land was in the 
region required for supplying Madison 
with fresh milk. Forty dollars was the 
largest figure that had been seen on the 
monthly milk check going to either one 
of the two farms. The farms were not 
properly equipped for dairy purposes. 
There were no silos. The barns were 
not fitted for keeping milch cows. Much 
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of the soil was too acid for the growth 
of clover or alfalfa. 

After the two farms were purchased, 
the type of farming was changed. To- 
bacco farming was dropped. The soil 
was limed. Barns were constructed. 
Silos were put up. Cows with capacity 
for converting feed into milk were 
secured. The manure from the dairy 
barns was spread over the entire farm 
instead of being concentrated on a few 
acres for growing tobacco. Large crops 
of alfalfa and clover hay were produced. 
Abundance of silage was provided by 
the heavy corn crops. ‘The result was 
satisfactory, for the milk checks reached 
more than $600 a month. These farms 
then produced much greater gross and 
net returns than ever before. 

At the same time other farms in the 
neighborhood were being rented to 
tenants who could make little on them 
and pay little rent for them because the 
equipment was not adequate and the soil 
needed medicine in the form of lime and 
manure: This state of affairs led to 
the idea that profits could be made and 
at the same time a number of land- 
owners and tenant farmers benefited if 
a company were organized for the pur- 
pose of buying and rejuvenating run- 
down farms. The company would put 
on these farms efficient tenants who 
wanted to become owners, provide the 
necessary capital to equip the farms 
with proper buildings, purchase the lime 
needed to prepare the soil for legumes, 
and then lease the farm to the tenants 
with an option for them to buy at a def- 
inite price. The tenant would have the 
interest of an owner from the beginning 
and help with the construction work in 
a manner to keep down the costs which 
he would ultimately have to pay as a 
part of the price of the farm. Many 


retired farmers are securing low re- 
turns on their farms because of lack of 
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equipment. Many tenants are marking 
time on farms not properly equipped for 
the type of farming which will yield 
profits. The landowner and the tenant 
would be benefited by the stepping in of 
a company with adequate capital to put 
the farm on a profitable basis. The 
consuming public is always on the win- 
ning side when agriculture is improved. 
A million dollar corporation to carry 
out a project of this kind in Wisconsin 
was conceived, but when Taylor went 
to Washington to help with the eco- 
nomic work of the Department of 
Agriculture, the project was dropped. 

In the meantime Professor Ely was 
proceeding with the development of the 
Institute for Research in Land Eco- 
nomics and Public Utilities. In the 
summer of 1923 the Laura Spelman 
Rockefeller Memorial was being so- 
licited for an appropriation for the In- 
stitute. The members of the Memorial 
Board were giving the matter careful 
consideration. Colonel Arthur Woods, 
one of the board of trustees of the 
Memorial, went to Washington and 
called upon H. C. Taylor, then chief of 
the Bureau of Agricultural Economics 
and secretary of the board of trustees 
of the Institute for Research in Land 
Economics and Public Utilities, for the 
purpose of learning more of the pur- 
poses of the Institute. He expressed 
his failure to appreciate the significance 
of general statements and asked for the 
suggestion of a concrete project which 
could be carried out to help agriculture. 
The response was a statement of the 
Fairway plan as it had been conceived a 
few years earlier. Colonel Woods was 
interested and asked for a written state- 
ment. 

In October, 1923, Taylor was in 
Montana studying the agricultural sit- 
uation at the request of Secretary Wal- 
lace. He learned of the wreckage 
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which was proceeding from day to day. 
He met M. L. Wilson, agricultural eco- 
nomist at the Montana Agricultural 
College, and Chester C. Davis, the 
Commissioner of Agriculture of Mon- 
tana. The agricultural situation was 
discussed at length. This led to the 
writing of a letter by Taylor while yet 
in Montana to Beardsley Ruml, Direc- 
tor of the Memorial, telling him of the 
conditions which had been found and 
the desirability of organizing a project 
and making a demonstration of the 
Fairway principles in Montana. 

In the settlement of Montana, farm- 
ers had come from the more humid 
parts of the country and taken up 
quarter-section or half-section home- 
steads. These farms were often too 
small to give efficient production. The 
Agricultural College and the United 
States Department of Agriculture had 
made regional studies of the situation 
and had in hand the information essen- 
tial to organize farms on a more profit- 
able basis. Large numbers of farmers 
had left the country, but the more eff- 
cient were still holding on. Some of 
the latter had been reduced to poverty 
by a combination of natural and eco- 
nomic conditions over which they had 
nocontrol. The holders of farm mort- 
gages had been forced to take over vast 
areas of land which they wanted to dis- 
pose of. These mortgage companies 
had little information about the types of 
farming or farming practices which 
were adapted to the country and the 
size of farms required for successful 
operation. 

What Montana agriculture needed 
was a means of rehabilitation based on 
a careful survey of the possibilities of 
the land of the various parts of the 
state which would indicate the type of 
farming suited to each region, the size 
of farm essential to successful operation, 


the price at which this land could be pur. 
chased and paid for by the farmers, and 
which would furnish advice and capital 
for building up the proper amount of 
equipment. The Montana College of 
Agriculture was eager to take the 
leadership in giving direction and assis- 
tance to this resettlement movement and 
looked upon the Fairway Farms project 
as an instrumentality useful in this 
undertaking. 

When the matter was presented to 
the Rockefeller Memorial Board, a 
representative was sent to Montana at 
once to look into the situation and 
secure such facts as were desired as a 
basis of further consideration. The 
report was favorable; negotiations con- 
tinued. The Fairway Farms Corpora- 
tion of Montana was organized. A 
formal request for funds was made by 
the corporation. All that was desired 
was the use of funds long enough to 
carry out the demonstration. The cor- 
poration wanted to secure the funds 
from interested parties who recognized 
the element of risk but who were will- 
ing to take the risk in the interest of 
the cause. It appeared that while the 
Memorial was interested it could not 
well make this kind of a disposition of 
its funds. This did not close the mat- 
ter, however, because friends in the 
Memorial were ready to ask John D. 
Rockefeller, Jr., to make the desired 
loan. Mr. Rockefeller was interested 
and agreed to make a loan of $100,000 
at 5% without moral or legal obliga- 
tions of full payment of the principal 
by the individual trustees of the Fair- 
way Corporation. The trustees are 
obligated, however, to use their best 
efforts in making the undertaking suc- 
cessful and repaying both principal and 
interest as the farms are taken over and 
paid for by the Fairway tenants. Any 
surplus resulting from the operations of 
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MONTANA FARMS OPERATED UNDER ‘“TENANT-PURCHASE” 
CONTRACTS BY THE FAIRWAY FARMS CORPORATION 
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Farms 4 and S were operated as one unit during 1925 


the corporation are to be used for edu- 
cational purposes at the discretion of 
the board of directors. 

Although the existing arrangements 
were the only possible ones for the pres- 
ent experiment, ordinarily it would be 
better to finance similar undertakings 
through the sale of limited dividend 
stock. Recognizing that this undertak- 
ing should be operated as a strictly busi- 
ness demonstration and that certain 
research work would be essential in 
carrying forward the demonstration 
along right lines, the Memorial made 
an appropriation of $10,000 a year for 
two years to the Institute for Research 
in Land Economics and Public Utilities 
for the purposes of defraying the ex- 
penses of research in the Montana area 
as a guide in the undertaking, and in 
other areas where similar undertakings 
might be under consideration. 


Formation of the Fairway Corporation 


It was deemed necessary to form a 
corporation in order that the project 
might be carried on in a manner as 
nearly as possible comparable with a 
commercial enterprise operating under 
existing conditions. The Fairway Farms . 
Corporation of Montana is incorpo- 
rated under the Montana laws which 
provide for non-stock, non-profit, agri- 
cultural and educational corporations. 
All powers are vested in a board of nine 
directors which is a self-perpetuating 
body, the members of which serve as 
directors without compensation except 
for actual expense. The articles of in- 
corporation provide that any profits at 
the time the corporation is dissolved are 
to be used for some scientific, educa- 
tional, or benevolent purpose which the 
directors may designate. 


| 


160 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


The board of directors is constituted 
with the view of giving the corporation 
the benefit of many different points of 
view and the judgment of men with 
years of successful experience in grap- 
pling with the types of problems to be 
met by the corporation. The personnel 
of the board of directors is as follows: 

J. L. Humphrey, president, was for 
many years a country banker in Minne- 
sota and about ten years ago went to 
Montana as the state manager for an 
eastern concern engaged in making farm 
and ranch mortgage loans throughout 
Montana. At present Mr. Humphrey 
operates an investors’ service and repre- 
sents many non-resident clients who find 
themselves in possession of Montana 
farms and ranches secured through 
mortgage foreclosure or of mortgages 
and other land investments requiring 
the services of a local representative. 
His service also makes farm and ranch 
appraisals for his clients. Mr. Hum- 


phrey has had life-long experience in the 
farm mortgage and farm real estate 
business and is widely known through- 
out business and farming circles in Mon- 


tana. Itis doubtful if any man in Mon- 
tana is better acquainted with the 
problems of the mortgage bankers and 
holders of foreclosed lands than Mr. 
Humphrey. He is president of the 
Montana Farm Mortgage Bankers’ 
Association. 

The vice-president, Augustus Vaux, 
is a successful farmer and stockfeeder 
who operates both non-irrigated and 
irrigated farms in eastern Montana. He 
is widely known for his judgment and 
skill in farming matters and for the suc- 
cess that he has attained in his farming 
business. 

The treasurer, Charles Vandenhook, 
is president of the Commercial National 
Bank of Bozeman, Montana, and also 
president of the Montana Bankers’ 


Association. His bank is one of the 
leading agricultural banks of Montana, 
and Mr. Vandenhook is considered one 
of the foremost students of the problems 
of farm finance in the Northwest. For 
a number of years, however, Mr. Van. 
denhook was general manager of one of 
the large Montana flour mills and eleva. 
tor companies and, therefore, contrib. 
utes to the corporation not only his 
judgment on financial matters, but also 
valuable judgment as to the marketing 
policy for the wheat, which is the cash 
crop on most of the Fairway farms. 
Dr. Richard T. Ely represents the 
Institute for Research in Land Eco. 
nomics and Public Utilities and has been 
of great service to the corporation in 
the formulation of its plans and policies, 
Dr. Ely’s counsel and services have been 
of inestimable value. Because of his ac. 
knowledged leadership in problems of 
land economics, all readers of this 
article will readily recognize the type 
of judgment and service which Dr. Ely 
alone is able to give the corporation. 
Dr. H. C. Taylor, who is the father 
of the project, has been consulted con- 
stantly by the executive committee, and 
no action of any consequence has been 
taken by the committee without first 
securing his judgment. His experience 
on his own farms plus his wide expe- 
rience in farm economic matters have 
been the most important factors in de- 
veloping the plans of the corporation. 
Dean Leon C. Marshall, Head of the 
Department of Political Economy of 
the University of Chicago, has served as 
treasurer during the formative period 
of the corporation and has assisted in 
formulating its financial and business 
policies. Now that the corporation is 
a functioning concern with its transac- 
tions almost wholly in Montana, Dean 
Marshall prefers that the details of its 
accounts be placed in the hands of Mr. 
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Vandenhook; he represents on the board 
of directors the point of view of the 
general economist and has a deep in- 
sight into the fundamental problems 
involved in the Fairway project. 

Dean J. M. Hamilton, Head of the 
Department of Economics of the Mon- 
tana State College, sees the problem in 
its Montana setting. Dean Hamilton 
for more than 30 years has been a close 
student of farming problems in Mon- 
tana. 

Chester C. Davis, another director, 
was Commissioner of Agriculture in 
Montana at the time of the inception of 
the corporation. Prior to becoming 
commissioner, he was for a number of 
years editor of the Montana Farmer. 
As Commissioner of Agriculture Mr. 
Davis gave much thought and attention 
to the problems of settlement and utili- 
zation of Montana farming lands, espe- 
cially those lands which had passed into 
non-resident ownership through fore- 
closure because of the agricultural de- 
pression. 

M. L. Wilson, secretary and manag- 
ing director, was for many years in 
charge of the County Agent work in 
Montana and as farm economic special- 
ist in the Extension Service has an inti- 
mate personal contact with the problems 
involved in the Fairway project. 

With the advice of these men to fall 
back upon, the executive committee 
went ahead in carrying out the detailed 
policies which had to do with (1). select- 
ing the land; (2) contracting for acqui- 
sition of land; (3) formulating the 
tenant-purchase contract; (4) selecting 
the tenants; (5) giving advice on the 
best organization and farm practices for 
each farm. 


*By using the lister which combines plowing, 
seed bed fitting and seed planting in one opera- 
tion, the corn is planted at the bottom of the 
furrows where the soil is moist and germination 
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The Lands and Farms Selected 


The corporation at present has eight 
farm units. In selecting and organiz- 
ing these farms much study was given to 
determining the “economic unit.” In 
each case an attempt was made to bring 
together the amount of land which could 
be most efficiently used by a farm family 
with the equipment adapted to the 
specific case. In the dry-land areas one 
cause for failure in the past was that the 
individual holdings were either too 
small or, in a few cases, too large. In 
almost every case the present Fairway 
farms are consolidations of what had 
been separate farms. Of course, these 
larger farms are affected by changed 
methods of production, which will be 
discussed later. 

The following brief description gives 
some idea of the size, organization, and 
type of farming of the present farms. 
The Davis Farm near Comanche, Mon- 
tana, consists of slightly more than 4 
sections (2,560 acres) and is a consoli- 
dation of what were 8 separate farms. 
In 1926 this farm will have approxi- 
mately 1,000 acres of spring and winter 
wheat, 600 acres of summer fallow, 300 
acres of corn, 120 acres of dry land 
alfalfa, and approximately a section 
(640 acres) of pasture. The farm is 
operated by the tenant and his son, who 
employ some additional labor during 
the seeding and harvesting period. The 
farm has 3 silos and 25 head of milk 
cows that are milked during the winter. 
A 15-30 three-plow tractor and a 
12-horse team supply the farm power. 
The corn is planted with a two-row 
lister' and cultivated with a two-row 
cultivator, and most of the summer 

1 
is assured. As the corn grows the furrow is 
gradually filled through the process of cultivation, 
thus putting the corn plant in a position to with- 
stand long periods of drought. 
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fallow in 1925 will be cultivated with 
the tractor and a 12-foot duckfoot cul- 
tivator. There are but few farms in 
Montana at the present time which have 
the same organization of different lines 
of production as this farm, and it is 
expected that this farm will demonstrate 
the efficiency of certain low-cost systems 
of management. 

The Rosebud Farm consists of 640 
acres and is a consolidation of three 
foreclosed units. It has three poor sets 
of buildings which will be gradually 
combined into one farmstead. The 
farm is essentially a one-man farm and 
the only labor hired is during harvesting 
and the first cultivation of listed corn. 
In 1926 this farmer expects to raise 160 
acres of wheat and oats, and 240 acres 
of listed corn. The farm is fenced hog- 
tight and feeder pigs will be purchased 
to harvest the corn during the fall. An 
attempt is being made on this farm to 
introduce certain low-cost practices in 
connection with the growing of early 
Flint corn. It is hoped also to perfect 
a type of listed corn cultivator whereby 
one man with 8 head of horses can culti- 
vate 4 rows at a time or approximately 
30 acres per day. If this is successful, 
it will enable one man to do what is now 
being done under the best of conditions 
by two men. 

The Richland Farm is one section 
in size. It is fenced sheep-tight. The 
1925 cropping system was as follows: 
Grimm alfalfa, in cultivated rows for 
seed production, 160 acres; field peas, 
25 acres; wheat, 25 acres; oats and feed 
grain, 30 acres. The farm carries 100 
head of breeding ewes and sufficient 
cows to supply the family living. 

The Taiyan Farm consists of 130 
acres of irrigated land. The virgin sod 
was plowed in 1925 and the land is 
being seeded to alfalfa and feed crops 
for the coming year. In connection 


with the irrigated land there are ap. 
proximately two sections of dry farming 
wheat land, one of which will be in 
wheat and the other in summer fallow 
each year. This farm has 27 head of 
Holstein cattle, a 15-30 three-plow trac- 
tor and a 10-horse team. Two men do 
the work. It is anticipated that the 
management on this farm will work out 
a combination between irrigated land, 
dry farming land, and grazing land, 
which, as yet, is very uncommon in the 
Milk River Valley of Montana. This 
farm is probably three times as large as 
the average combined irrigated and dry 
land farm of eastern Montana. 

The Cloverleaf Farm, which is lo- 
cated near Rudyard, Montana, consists 
of one and three-quarters sections of 
tillable land and about three sections of 
grazing land. This is a two-man farm 
and it is expected that these two men 
will be able to raise about 400 acres of 
wheat each year, with a like amount of 
summer fallow and corn, and take care 
of from 50 to 75 head of dual-purpose 
cattle. 

The other three Fairway farms for 
the most part resemble one or the other 
of those farms that have just been de- 
scribed. However, they are in process 
of development and were not operated 
as farms in 1925. 


Acquisition Contracts 


In the organization and development 
of its farm units the Fairway Farms 
Corporation has in a few cases pur- 
chased the lands outright. The reasons 
for so doing were either that the cor- 
poration was able to secure the lands at 
much better terms or that it did not feel 
justified in taking the risk involved in 
setting up a tenant-purchaser and mak- 
ing the necessary advances for equip- 
ment and operating capital without 
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owning the land. However, much 
thought has been given to the problem 
of how separate parcels of land could 
be brought together into one farm unit 
and a contract developed between the 
owners of this land and the Fairway 
Corporation whereby the landowners 
supplied the land and the Fairway Cor- 
poration the equipment and money 
necessary to consolidate the individual 
tracts into an economic farm unit. 

The corporation has attempted to 
formulate an equitable and fair contract 
whereby the landowner places a valua- 
tion upon his land and turns it over to 
the Fairway Corporation which then 
endeavors to make a farm owner out of 
the tenant and at the same time obtain 
reasonable compensation for its services 
and risks, and a profit on the entire 
transaction which will be large enough 
to show that other similar enterprises 
could be carried on in a regular, busi- 
nesslike manner. In this connection the 
corporation, working cooperatively with 
two large holders of Montana lands, 
which reverted to them through fore- 
closed mortgages, has developed two 
distinct types of acquisition contracts 
which are believed to be practicable and 
which, if the project proves successful, 
may have wide usage. 

The first of those contracts was de- 
veloped with the North American 
Mortgage Company. Under this con- 
tract the Fairway Corporation and the 
mortgage company agreed upon the 
valuation of a 530-acre farm which was 
made up of three separate and distinct 
foreclosed farm units. The Fairway 
Corporation guarantees to the investor 
interest and taxes during the life of the 
contract. The payments on the princi- 
pal begin with a nominal sum (less than 
one-fourth of the anticipated net in- 
come) and increase slowly for a period 
of five years. From the fifth to the 


fifteenth year the Fairway Corporation, 
through the tenant-purchaser, guaran- 
tees to pay the remainder of the princi- 
pal. When 50% of the original pur- 
chase price is paid, either the Fairway 
Corporation or the tenant-purchaser 
will be given a deed to the property and 
the investor agrees to take a first mort- 
gage for the remainder. The lower 
rate of payment for the first five years 
was deemed necessary so as to allow the 
Fairway Corporation to equip the ten- 
ant and to secure the repayment of these 
advances before the bulk of the net in- 
come from the farm was used to pay for 
the land. The Fairway Corporation is 
also permitted in its resale of the land 
to the tenant-purchaser to add a sum 
which it anticipates will cover its cost 
of supervision, overhead, and return a 
reasonable profit. Since operating cap- 
ital, work stock, tractors, machinery, 
and so forth, depreciate very rapidly, it 
seemed right that the Fairway Corpora- 
tion should be repaid for the advances 
made for these purposes before any 
large proportion of the net income went 
into the land. 

The second type of aquisition con- 
tract was worked out between the Fair- 
way Corporation and a life insurance 
company, which owns considerable Mon- 
tana dry land that was acquired through 
necessary foreclosure, largely because of 
abandonment during the recent agricul- 
tural depression. This company, of 
course, is interested primarily in its in- 
vestment rather than in immediately 
converting the investment into cash. 
The particular contract covers a unit of 
960 acres which is made up of three 
foreclosed, independent units. In the 
contract the life insurance company gives 
the Fairway Corporation what might be 
termed a “continuous option to pur- 
chase.” The option remains in force 
as long as the Fairway Corporation 
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pays the interest and taxes. Whenever 
25% of the agreed purchase price is 
paid to the insurance company, its regu- 
lar farm sale contract will be issued 
which provides for definite amortized 
annual payments. While the farm is 
in the option status the Fairway Cor- 
poration agrees to turn over to the 
insurance company one-third of the 
gross receipts as a fund to cover inter- 
est, taxes, and payments on the princi- 
pal. The Fairway Corporation may 
use the other two-thirds of the gross 
income for repayment of advancements 
to the tenant and other expenditures 
necessary to consolidate the three farms 
into one farm unit. Thus we have an 
arrangement whereby the Fairway 
Farms Corporation guarantees the in- 
terest and taxes, on the one hand; and 
the life insurance company, on the 
other hand, puts in the land at a con- 
servative valuation and extends liberal 
terms both in the rate of interest and 
amount of annual payments. 


The Fairway Contract 


The Fairway tenant-purchase con- 
tract is the basis for the practical opera- 


tion of the Fairway Project. Incor- 
porated in it are certain features which 
have not heretofore been practiced to 
any degree in the Northwest. The 
executive committee of the corporation, 
its attorney, and certain experienced 
farm mortgage operators have spared 
neither time nor effort in the attempt to 
formulate this legal document so as to 
embody the objectives of the corpora- 
tion. The result is a contract which 
differs markedly from the sale contracts 
which prevail in this region. 

The prevailing farm sale contracts 
provide either (1) for the payment of 
certain sums annually regardless of the 
farm income for that year, or, (2), in 
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the case of a crop purchase contract, for 
the purchaser to turn over to the seller 
of the farm a certain portion of the 
crops raised each year. Under either 
plan, in a year of poor yields or low 
prices the purchaser may so reduce his 
operating capital as to hamper seriously 
his farm business organization, thereby 
reducing his opportunities for larger in- 
comes in future years. The farm sales 
contract now in common use is satisfac- 
tory to the man who is able to make a 
substantial first payment and who has 
sufficient operating capital and equip- 
ment to carry on a given farm business 
in an efficient manner. It is not, how- 
ever, adapted to the tenant who lacks 
capital and who is entirely dependent 
on each succeeding crop for carrying out 
the terms of his farm purchase. The 
required specific payments and the rigid, 
inflexible cancelation clauses may give 
the seller opportunity for unjust action 
in case land values have increased dur- 
ing the life of the contract. 

The Fairway tenant-purchase con- 
tract is an attempt to correct these un- 
desirable results. The aim is not only 
to protect the buyer against possible 
unjust action by the seller, but also to 
help the tenant-buyer to satisfy com- 
pletely the reasonable obligations put in 
the contract by the seller. These pur- 
poses may be made clearer by analyzing 
briefly the outstanding features of the 
Fairway tenant-purchase contract. 

1. Methods of payment. The Fair- 
way tenant-purchase contract does not 
provide for the payment of a specific 
sum at any specific time but does provide 
for cancelation, as will be discussed here- 
after. In lieu of specific annual cash 
payments the Fairway contract provides 
that all returns from the farm as a unit, 
from whatever sources they be, live 
stock, grain, or from rented lands, shall 
constitute a fund called the “gross 
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income,” to be held by the corporation, 
from which shall be deducted the fol- 


lowing items: 


(a) All taxes, both real and personal ; 

(b) Insurance on buildings, crop, and 
property ; 

(c) Advances made by the corporation for 
farming purposes; 

(d) Interest on the stated purchase price 
and advancements at 7% ; 

(e) All miscellaneous operating expenses ; 

(f) Advancements for farm or live stock 
equipment ; 

(g) Advancements to the tenant for family 
living expenses not to exceed an amount 
agreed upon by the tenant and the 
corporation. 


The amount remaining after the 
above deductions are made from the 
gross income is to be termed the “net 
income” and is held in trust by the Fair- 
way Corporation until such time as the 
accumulated funds equal 25% of the 
purchase price; when it will be applied 
on the option to purchase and a farm 
sale contract will be issued, replacing 
the tenant-purchase contract. 

Under the above arrangements the 
tenant-purchaser is not hampered by 
the lack of a proper amount of operat- 
ing capital such as is necessary to get 
the largest net returns from the opera- 
tion of the farm. Also the tenant pur- 
chaser is not handicapped by any annual 
stipulated cash farm purchase payments, 
obligations which in case of poor crops 
might cause him to sell his live stock or 
otherwise deplete his operating capital. 

2. Purchase price. A striking fea- 
ture of the Fairway contract is the fact 
that it is neither an exclusively leasing 
agreement between a landlord and ten- 
ant nor is it a sale contract between 


owner and purchaser. While it includes | 


certain features of both, it has also in- 
corporated a long-time arrangement 
whereby a man starting as a tenant 
evolves gradually to the position of an 
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owner, and a definite statement of the 
purchase price of the farm, whereby the 
tenant knows exactly what he will pay 
for the farm and the terms. On the 
other hand, the owner receives reason- 
able returns on the capital which he has 
invested, and the tenant is given the 
advantage of probable increases in valu- 
ation during the life of the contract. 

3. Supervision. The Fairway Farms 
Corporation and the tenant-purchaser, 
at the inception of the contract, agree 
upon a plan of organization and opera- 
tion for the farm unit. This plan in- 
corporates the most efficient methods of 
production and of selection of enter- 
prises, so organized as to yield a satis- 
factory net income. The Corporation 
has been assisted in the formulation of 
these farming plans by the Department 
of Farm Management of the Montana 
State College of Agriculture. 

4. Insurance. Inthe limited number 
of cases where the corporation finances 
capable young men who enter the con- 
tract with a very small amount of cap- 
ital of their own, added protection is 
given the corporation by requiring each 
young man to take out a life insurance 
policy in which the corporation is named 
as beneficiary. It is provided, however, 
that in case of the tenant’s death the 
corporation will deduct whatever 
amounts are rightfully due it, turning 
over the balance of the insurance money 
to the heirs of the tenant. 

5. Cancelation clauses. The Fair- 
way contract, of necessity, for the 
mutual protection of both parties, con- 
tains three separate and distinct divi- 
sions of the cancelation clause which are 
as follows: 

(a) An absolute provision for can- 
celation on the part of the Fairway Cor- 
poration in case of unexpected dis- 
honesty or incompetency on the part of 
the tenant-purchaser. 
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(b) Cancelation by the corporation 
in the event of death or permanent dis- 
ability of the tenant-purchaser, in which 
case all net profits created up to that 
time shall be turned over to the tenant- 
purchaser or his heirs. 

(c) If at the end of five years the 
net profit does not amount to 25% of 
the purchase price of the land stipulated 
in the contract, the contract is automat- 
ically terminated and whatever net 
profit has been created shall be divided 
equally between the Fairway Farms 
Corporation and the tenant-purchaser. 

The purposes of the first and second 
cancelation clauses are obvious and self- 
explanatory. Some explanation of the 
reason for the last clause is desirable. 
In view of the prices at which these 
farms will be sold, it seems reasonable 
to assume that under any ordinary cir- 
cumstances the tenant-purchaser will 
have no trouble in accumulating the re- 
quired 25% of the purchase price, which 
25% will vary from $2.50 to $7.50 per 
acre, before the expiration of the five- 
year period. 

The directors realize that from a 
legal point of view most contracts are 
not executed unless there is an absolute 
provision for termination at some fixed 
time. The corporation may, in some 
instance, be disappointed in a tenant- 
purchaser. Although this man may not 
be incompetent or dishonest, still there 
may be elements in his personality which 
prevent his completing the contract. In 
such a case the Fairway Corporation 
must be protected and legally be able to 
cancel the contract and make a division 
of any net profit, as specified, in a fair 
and equitable manner in view of all of 
the circumstances. It must also be 
recognized that in some instances the 
tenant-purchaser might not care to go 
beyond the five-year period and —_ 
like to be relieved. 


The executive committee has en- 
deavored in this contract to be eminently 
fair to the tenant-purchaser and at the 
same time provide the corporation with 
the protection which is absolutely neces. 
sary for successful operation. It has 
endeavored to create a strictly business- 
like contract which does not savor of 
philanthropy or visionary features, and 
which could be put into practice on a 
large scale by a strictly business organi- 
zation. Without doubt problems will 
arise from the practical operation of 
this contract that the corporation has 
been unable to foresee, and these prob- 
lems may necessitate alterations in 
future contracts. 

This tenant-purchase contract may be 
extinguished when 25% of the purchase 
price has been accumulated and replaced 
with an ordinary sales contract, the 
mortgage being held by the Fairway 
Corporation. 


Selection of Fairway Tenants 


In selecting tenants the executive 
committee has endeavored to secure 
men who are fairly typical of the 
different types of men in Montana who 
are now climbing the “agricultural lad- 
der.” In one case a graduate of the 
State Agricultural College, who had 
served as a very successful county agent 
and who had saved $3,000, was estab- 
lished on a farm involving an outlay of 
$8,000 by the corporation. This young 
man and his wife, who, by the way, is 
also a college graduate, were very desir- 
ous of passing from the salaried status 
to that of farm operator. He had 
demonstrated his thrift and sound judg- 
ment. The Fairway Corporation has 
given him a chance to use an amount of 
live stock and equipment in the start 
that he would not be able to secure from 
any ordinary landlord. 
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Another college-trained young man 
of exceptional energy and capacity left 
a salaried teaching position paying 
about $2,500 a year to become a tenant- 
purchaser on one of the Fairway farms. 
This young man had very little capital. 
On the other hand, he gave promise of 
having exceptional business ability, 
energy, and capacity for handling a 
good-sized farm. He is operating a 
farm consisting of approximately two 
sections (1,280 acres) of dry farming 
land and one quarter-section (160 
acres) of irrigated land. In other 
words, he is representative of a type of 
young man who could probably rise very 
rapidly in some field of city industry but 
who, since he lacked capital, would 
probably never farm because of his in- 
ability to associate himself as a pro- 
prietor of a farm unit commensurate 
with his managerial ability. 

Another tenant who is operating a 
four-section dry land unit (2,560 acres) 
was fairly comfortably situated before 
the war. However, a combination of 
circumstances such as expansion in his 
farming business incident to the war, 
the purchase of considerable farm ma- 
chinery at war prices, together with crop 
failures and low prices, caused the loss 
of his farm and equipment through fore- 
closure. He began, however, four years 
ago with almost nothing and in three 
years, by industry and thrift, was able 
to accumulate considerable farm ma- 
chinery and 14 head of milk cows. Al- 
though this man had demonstrated that 
he had considerably more managerial 
ability than the average farmer, he was 
not able to secure the credit with which 
to operate a dry land wheat farm based 
on a power unit of a 4-plow tractor and 
a12-horse team. This Fairway tenant 
will have approximately 1,000 acres in 
wheat, 200 acres in corn, and 100 acres 
in alfalfa in 1926. He is typical of 
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many men in Montana who at one time 
were owners but who lost their farms 
and are now struggling as tenants, or 
who lack equipment and capital, espe- 
cially live stock, for efficient farming. 
Another tenant went through the de- 
pression and came out approximately 
out of debt with a few head of live stock 
and 160 acres of land, but this unit was 
entirely too small for the type of farm- 
ing suited to the region. This man and 
his family were placed on a two-section 
Fairway farm and supplied with a 4- 
plow tractor, sufficient additional work 
horses to make a 12-horse team, ma- 
chinery and live stock to give an effi- 
cient combination of difficult lines of 
production for the farm in question. 
Two of the tenants are men who are 
emerging from the laborer to the tenant 
stage. One of these men is about 45 
years of age with a wife and 3 children. 
Ten years ago he had a farm and equip- 
ment worth between $15,000 and $20,- 
000. This money, however, was lost 
through a set of unfortunate circum- 
stances—family sickness, low prices, and 
crop failures. Since he had no capital 
whatsoever, it was proposed to him that 
he should work for the corporation, op- 
erating a farm on a monthly wage basis, 
which would be a little less than he 
would have obtained elsewhere during 
1925, and if his work was satisfactory, 
the corporation would in turn set him up 
as a full-fledged Fairway tenant-pur- 
chaser in 1926. This man worked 
doubly hard during 1925 and made 
money for the corporation on the farm 
which he operated on a salary basis. 
This farm and its equipment have now 
been turned over to him on the regular 
Fairway tenant-purchase contract. 
Another of the tenants is a man 
probably 45 years of age with 7 children 
who came to Montana as a worker in 
the beet fields. He is a German and 
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for 3 years worked as a laborer on a 
farm which was purchased by the Fair- 
way Corporation. His work as a laborer 
was satisfactory, but the corporation 
did not wish to give him the full tenant- 
purchase contract until convinced that 
he was capable of carrying on the farm 
as a regular farm operator. The farm 
was therefore leased to him for a trial 
period of one year. The special pro- 
visions of his contract were that the cor- 
poration supply the farm and equipment 
and the tenant perform the work. This 
period of trial was satisfactory and he 
is being given the regular Fairway con- 
tract for 1926. 


Farm Organization and Practices 


Wheat is the main cash crop on the 
majority of the corporation’s farms. 
However, in organizing these farms 
three things have been considered: (1) 
A large output per man, to be secured 
through allocating greater power per 
worker, either by means of a 12-horse 
team or a medium-sized tractor; (2) 
low-cost practices, such as the “‘duck- 
foot” instead of “plowed summer fal- 
low’; header barge, or small combine 
harvester-threshers instead of station- 
ary threshing; and (3) supplemental 
live stock enterprises, such as dual-pur- 
pose cows, sheep or hogs sufficient to 
supply the family living and yield some 
income in poor crop years. By means 
of the duckfoot cultivator, which is a 
heavy cultivator with large “V”’-shaped 
shovels, it is hoped that one man with a 
12-horse team or tractor can summer 
fallow at least twice, and probably 
three times, as much land as where the 
land is plowed and cultivated in an 
ordinary manner. This method does 
not seem to affect materially the yields 
of wheat but greatly increases the num- 
ber of acres of wheat which one man 


can raise. With the header barge now 
in use on several of the Fairway farms, 
the heavy cost of harvesting small grain 
can be cut nearly in half as compared 
with ordinary methods. When the 
acreages on the farms justify, combined 
harvester-threshers will be used. It is 
anticipated that by the use of the 12- 
foot combined harvester-thresher two 
men, with but little additional labor, 
will be able to cut and thresh as large 
an acreage as they can seed and thereby 
very greatly reduce costs. 

As illustrations of low-cost practices 
which the corporation has introduced on 
its farms, the experiences on the Rose- 
bud Farm may be cited. One man, with 
a small amount of additional hired 
labor, raised 230 acres of early Flint 
corn. This corn was listed by means of 
a two-row lister pulled with a small trac- 
tor, and cultivated with a two-row culti- 
vator. The corn, however, was raised 
in 1925 as a substitute for summer fal- 
low and the land will be seeded to wheat 
in the spring of 1926. Had the land 
been summer fallowed, almost the same 
amount of labor would have been ex- 
pended, but experimental data show 
that in this section of Montana the 
wheat yields of spring wheat on clean 
corn land are almost as high as on 
summer-fallowed land. As the case 
now stands, this farmer received 
$2,500, or approximately 25% of the 
purchase price on this farm, for the corn 
which was raised as a substitute for the 
summer fallow. 

On each of the dry land farms the cor- 
poration is developing feed reserves. 
The farm plan sets up as a standard 
that at least one full year’s supply of 
feed should be kept in reserve at all 
times so that in case of crop failure or 
bad years it will not be necessary to 
sacrifice live stock due to lack of feed. 
Sweet-clover pastures are being seeded 
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on the wheat land. The farming plans 
also provide for a considerable number 
of milk cows to be milked during the 
winter on each of the wheat farms. Be- 
cause of the extreme variability of the 
seasons from year to year in the sec- 
tions of Montana in which most of the 
farms are located, it is necessary that 
there should be large reserves for the 
farms to draw on in case of failure in a 
particular year. The farm plans pro- 
vide for carrying these reserves in the 
form of moisture in summer fallow, 
large stores of roughage and other 
feed, and live stock. The plans for 
financing also provide for sufficient cash 
reserve so that the corporation could 
carry on during a bad year without ob- 
taining loans on any of its invested cap- 
ital. 

The Montana State College and Ag- 
ricultural Experiment Station is vitally 
interested in the Fairway Farms Cor- 
poration and has given valuable assis- 
tance and cooperation. The nature of 


the problem is such that the project can 
best be carried on by a separate corpora- 
tion rather than as an adjunct to the 


college. But although the board of 
directors assumes full responsibility for 
the corporation’s activities, the college 
has been extremely generous in giving 
all possible assistance. Although the 
farms are in no sense.college demonstra- 
tion farms, the college is given access to 
all records and is free to make use of 
the results secured. from the project, 
either for resident or extension teach- 
ing. The detailed farm records and 
accounts which are being kept on the 
farms will be analyzed annually by the 
research men in Farm Economics in the 
Experiment Station. Two members of 
the board of directors are members of 
the Agricultural Economics Department 
of the college and it is anticipated that 
the college will make much use of the 


data secured from the project in teach- 
ing Land Economics and Farm Manage- 
ment. 

While this undertaking is not a proj- 
ect of the United States Department of 
Agriculture, nevertheless, the Bureau of 
Agricultural Economics has given valu- 
able service and advice to the corpora- 
tion during its formative period. In 
certain aspects the project becomes 
somewhat of a demonstration of the 
results of studies which have been made 
by the Bureau of Agricultural Eco- 
nomics into types of farming and profit- 
able farm organization in the north- 
western spring wheat belt. 


Accomplishments 


Up to the present time the Fairway 
Farms Project has definitely accom- 
plished three things: (1) the organiza- 
tion of a going concern for the purpose 
of securing farms and reselling them to 
capable tenants under the Fairway plan; 
(2) development of the Fairway ten- 
ant-purchase contract; and (3) the se- 
lection, organization, and equipment of 
eight farms. These accomplishments 
have been made possible despite un- 
favorable natural conditions, by the 
application of Fairway principles, in- 
cluding expert advice and supervision in 
certain phases of farm management. 

The 1925 cropping season in Mon- 
tana was considerably below the aver- 
age. May and June were favorable 
months but July was a month of unprec- 
edented heat, and cereal crops in eastern 
Montana suffered from the excessive 
heat but not from lack of moisture. 
These climatic conditions reduced the 
yields of wheat and flax to less than half 
the yields which were anticipated in the 
latter part of June. Also there was 
much rainy weather during the Autumn 
which greatly delayed harvesting and 
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threshing, and increased the expense of 
these operations. 

Such seasonal variations, however, 
are to be expected in the region in which 
the farms are located, and the organiza- 
tion of the farms must be such as to 
offset such experiences. At the time 
that the extreme heat was damaging the 
cereals, it was benefiting the corn and 
the alfalfa seed crops on several of the 
farms. The farm incomes last year 
were considerably benefited by the sale 
of live stock products. As an example, 
the gross income from 100 ewes which 
are carried as a supplemental enter- 
prise on one farm was approximately 
$1,000. The wheat yields on this farm 
were less than 10 bushels per acre, and 
although the wheat would not much 
more than pay expenses, there was 
enough income from the sheep to carry 
the farm and leave an appreciable net 
income besides. At the beginning of 
the year most of the farms were in a 
run-down condition and when the ten- 
ants moved on them last spring it was 
necessary to make heavy tenant advance- 
ments to be used for the purchase of 
seed, feed, gasoline, oil, and equipment. 
In the spring of 1925 there were less 
than 200 acres of summer fallow and 
corn land ready to be seeded to spring 
wheat on all the farms. Now there are 
approximately 2,600 acres of corn and 
fallow which will require but little fitting 
before the 1926 crop is seeded and 
which now carry a good deal above the 
normal moisture reserves to supplement 
the 1926 rainfall. 

In spite of the various difficulties and 
heavy expense in starting the farms, all 
of those which were cropped in 1925 
returned interest, taxes, and other ex- 
penses incident to the production of last 
year’s crop. Two complete sets of farm 
buildings were erected and a new house 
placed on a third farm. It is hoped 


that these farms will be operated at_ 


nearly their maximum efficiency in 1926. 
Much of the income this year was put 
back into improvements and equipment. 
From now on only small sums will be 
needed for advances to tenants and the 
net income can be used for liquidating 
the tenant’s indebtedness to the corpora- 
tion. Farm plans and budgets for the 
tenants and their resources are being 
worked out for the crop year 1926. 
The basis for these plans, or rather for 
the adjustments which are being made 
in the long-time farming program of the 
farms, is based upon the information 
contained in the 1926 Agricultural Out- 
look issued by the United States De- 
partment of Agriculture. 

Thus far the Fairway project brings 
into striking relief two problems. The 
widely scattered and mostly non-resi- 
dent land-holders (who secured their 
lands through mortgage foreclosure) 
fail to appreciate the importance (a) of 
the consolidation of small tracts, which 
are sub-marginal as family farm units 
under present conditions, into farms 
which are still family farms and can be- 
come super-marginal with the introduc- 
tion of new methods that give a larger 
output per worker; and (b) of a farm 
organization which will give reserves to 
carry through poor crop years. There 
is a marked tendency, however, among 
successful farmers and present tenants 
in eastern Montana to lease additional 
lands and thus expand the size of their 


units. In so doing, these farmers are - 


not turning from safe farming to “‘shot- 
gun methods,” and it is natural to 
assume that when they have paid their 
present debts they will begin to purchase 
the adjoining tracts which they are now 
renting. The Fairway project, it is be- 
lieved, points the way to the solution of 
this problem. An aggressive leader- 
ship has been required. But the cor- 
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poration hopes to demonstrate how the 
interests of both the landowner and the 
tenant can be harmonized in such a way 
that the tenant can gradually become 
the owner of the land. . 

The other striking lesson gleaned 
from the experiment thus far is the difh- 
culty of making land valuations, which 
is the first step in the actual consolida- 
tion of separately owned units into well- 
balanced farms. The management of 
the corporation hopes to go into this 
problem and, in a few cases where def- 
inite requests are made, to mediate be- 
tween the landowners and the tenants 
thereby assisting others in trying the 
Fairway plan. The problem of a scien- 
tific basis for land valuation as a sub- 
stitute for ‘sound judgment,” however, 
still remains largely unsolved. 

The project is now passing into the 
second year of farm operation and the 
management feels that the outlook for 
the present farms is very hopeful. It 
is believed that the tenants will make 
considerable progress during 1926. 
However, should this prove a poor crop 


year, the farms are so organized that 
with the present supplemental enter- 
prises the tenants can go through with 
little out-of-pocket loss. Continued em- 
phasis will be placed on low-cost prac- 
tices and large output per worker, as 
well as supplemental enterprises. 

The owners of foreclosed lands, as a 
group, are watching the Fairway experi- 
ment with much interest. Some large 
landowners are developing leasing con- 
tracts ‘which savor of the Fairway 


principle and are making advancements © 


to their tenants on the basis of the 
amount of work done by the tenant and 
adjusting the portion of the crop which 
the landlord takes to the advancement 
he has made. The general interest in 
the project is evidenced by numerous re- 
quests which have been received for 
copies of the Fairway contract, both by 
individuals and large landholders. 
These requests do not by any means 
come exclusively from the Northwest 
but a number have been received from 
the cotton regions of the South, the 


. Southwest, and from the Corn Belt. 
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THE CITY HOUSING CORPORATION 
AND ‘‘SUNNYSIDE”’ 


By RICHARD T. ELY 


HE standard of living does not, 
as a usual thing, include as gener- 
ous a provision for housing as it 

does for food and clothing. The reason 
is partly psychological. Because the 
securing of a home involves a large 
lump payment, particularly with rela- 
tively high construction and land costs, 
it is looked upon as something difficult 
or even impossible to attain, while the 
payments for food and clothing, made 
in smaller sums though as great or 
greater in the aggregate, are regarded 
as simple and fairly easy to meet. 

The cost of housing is a bugbear to 
the people who are trying to live each 
year a little better. The greatest aid 
that can be given them in their efforts 
to raise their standard of life is that 
which will help them over this obstacle 
—the lump payment for a home. Al- 
ready there is much being done in this 
way by the building and loan associa- 
tions which lend to prospective home 
owners the larger portion of the pur- 
chase money, taking a mortgage on the 
home, which is paid off in monthly or 
weekly instalments. 

This service, while invaluable, does 
not fill all of the needs of those who 
purchase homes. Building and loan 
associations do not lend more than a 
certain fraction of the value of a home. 
That part of the purchase price above 
this fraction is often a considerable sum, 
frequently more than those who desire to 
purchase have accumulated. They must 
borrow part of this on second mort- 
gage; and this second mortgage is often 


dificult to place. Many persons of 
wealth would be glad to invest their 
money in these second mortgages if 
they were sure of the safety of the prin- 
cipal and a moderate income upon it. 
But there are other alternatives for 
those who wish to do something to im. © 
prove the housing conditions of people 
of limited means and especially to do so 
by increasing home ownership. One 
method is—the method followed by the 
City Housing Corporation—to  sub- 
scribe for stock with limited dividends 
and let the stock make up the difference 
between what the purchasers can pay 
and what somebody else must pay to 
secure the construction of the homes. 
_|In other words, the company may with 
‘its stock replace the second mortgage. 
On the other hand, the company 
itself may borrow money on first mort- 
gages and then let the purchasers of 
homes give a second mortgage, and the 
balance that cannot be covered by 
mortgages will be covered by subscrip- 
tions to stock. second-mortgage 
company at Niagara Falls, New York, 
supplements the building and _ loan 
association in that place and _ lends 
money at 6%. A variety of combina- 
tions is possible, but into all of the 
intricacies of financing the construction 
of homes it is not necessary to enter now 
and here. This much is to be said, 
however: no undertaking of this sort 
ought to be conducted entirely upon 
borrowed money. In fact, other things 
being equal, the larger the proportion 
of stock to borrowed money, the better. 
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Interest must be paid upon borrowed 
money to avoid receivership, whereas 
the dividends need not be paid unless 
they are earned, and a failure to pay 
dividends does not mean bankruptcy. In 
the case of the City Housing Corpora- 
tion, not only have dividends been paid, 
but at the present writing a surplus of 
some $200,000 has been accumulated. 


I. Organization and Purpose 


The City Housing Corporation, or- 
ganized in March, 1924, as a limited 
dividend company (its dividends on the 
stock being limited to 6%), seeks as its 
main purpose to make a contribution to 
the solution of the housing problem. It 


has no Utopian aspirations, but is 


organized on sound business principles. 
It is at the same time animated by the 
desire to render social service not only 
by the construction of better homes and 
communities than those ordinarily avail- 
able to people with small incomes, but 
also by establishing standards which 
will encourage similar ventures by pri- 
vate enterprise in other communities. 

In a leaflet issued by the City Hous- 
ing Corporation its purposes are stated 
in more detail as follows: 


To develop better plans and methods for 
home and community building and to dem- 
onstrate the advantages of large-scale pur- 
chase of land and quantity production of 
houses. 

To build the type of low-priced houses 
that are needed by self-respecting citizens 
in New York. 

To show home-seekers of small income 
that they can own first-class homes for what 
they are now paying in rent for second-rate 
places. 

To encourage and develop cooperative 
methods of home ownership. 

To demonstrate the value of ample out- 
door play space adjacent to homes and to 
convince builders and operators that this 
can be supplied on a practical business basis. 
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To arouse the public to a recognition of 
the social obligation which rests upon it to 
make it possible for citizens of moderate 
means to live in decent homes. 


Thus the fundamental purpose of the 
City Housing Corporation is to establish 
standards and methods and to stimulate 
others—not merely those who have sim- 
ilar benevolent aims, but private builders 
working for a profit. It is true, of 
course, that some features of the City 
Housing Corporation and its work, as 
will be described presently, cannot easily 
be duplicated by private builders and 
hence that the corporation is to a cer- 
tain degree in a separate class from the 
ordinary commercial enterprise. Never- 
theless, the corporation has sought to 
avoid making this gulf so wide as to be 
impassable. Indeed, it might well be 
unwise for commercial builders to match 
in every detail the work at “Sunnyside,” 
for in other localities the characteristics 
of the community and of its residents 
might differ markedly. Nevertheless, 
all progress in housing and living condi- 
tions has come gradually by the estab- 
lishment and copying of better stand- 
ards of practice. In this evolutionary 
spirit the corporation is trying to point 
the way to better but still attainable 
housing standards, believing that prog- 
ress will come largely by experimenta- 
tion and emulation on the part of 
philanthropic as well as commercial 
builders. Moreover, the City Housing 
Corporation seeks to benefit principally 
those home-seekers whose incomes 
range from $1,200 to $3,500, the very 
group which has been most severely 
pinched by the lack of adequate housing. 
If standards and methods can be estab- 
lished and others stimulated to work for 
better housing for this group particu- 
larly, then the work has national and 
even international significance. 
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Laboratory Features 


To the Institute for Research in Land 
Economics and Public Utilities “Sunny- 
side” is an urban laboratory, as the 
farms of the Fairway Farms Corpora- 
tion purchased in Montana are a rural 
laboratory. As in the case of the Fair- 
way Corporation, the Director of the 
Institute is at the same time a member 
of the board of directors of the City 
Housing Corporation. It is the aim of 
the Institute to study carefully all the 
economic aspects of “Sunnyside” and 
also to gather the results of experience 
of more or less similar developments in 


“decent” housing as the term is some. 
times used. All of the surrounding con. 
ditions are sanitary and wholesome 
from the point of view of the entire 
family. On inspection of ‘“‘Sunnyside,” 
one familiar with housing in the vicinity 
of New York notices in several respects 
the superiority to other developments 
designed for people, not merely of 
similar resources, but even of far larger 
resources. 

Let us notice a few particulars of 
superiority. First of all, the large 
amount of open space attracts the atten. 
tion of those familiar with conditions in 
and near New York City. The houses 


the United States and in other coun-—cover only about 28% of the land, 


tries, and thus to be in a position to aid 
all those who want to help solve the 
housing problems and to make living 
conditions better. 


II. Description of the Project 


“Sunnyside” is the City Housing Cor- 
poration’s first project. It is situated 
on Long Island in Long Island City, 
within 15 minutes’ running time to the 
Grand Central Station, at an expense 
of 5 cents for transport on the Queens’ 
Subway cars by the Corona trains. 
“Sunnyside,” then, is within easy and 
cheap access to the very heart of New 
York City. 

The construction was begun in 1924 
on land purchased by the City Housing 
Corporation, comprising over 1,100 
lots. Two units of the construction 
work have been completed and plans 
have been made for the third unit which 
is now in process of building. By the 
end of 1926 it is expected that alto- 
gether homes will have been provided 
for more than 600 families. Ultimately 
the number of people living in ‘“Sunny- 
side” may be somewhere around 5,000. 

The homes provide more than merely 


whereas other developments even of the 
better sort in the neighborhood fre. 
quently cover approximately 50%. 
The use made of this open space is a 
second item in the list of superiorities. 
The houses are naturally row houses. 


Not merely is this inevitable in such ' 


close proximity to the heart of New 
York City, but many people regard them 
as superior to detached houses, unless 
there is considerable space between the 
houses. Detached houses within a few 
feet of each other lack the privacy 
afforded to row houses, and architec 
turally are often less attractive. Each 
house, two rooms deep, affording light 
and air in front and in the rear, has a 
small drying green, but otherwise the 
space in the rear of the houses is kept 
open and used for playgrounds. As 
nowadays people of such limited means 
as those who have purchased homes in 
“Sunnyside” frequently have automo- 
biles, garages are provided on ground 
set aside elsewhere for this purpose. 
Naturally the land that is less desirable 
for homes is chosen for the site of the 
garages, and thus the aim in this case, 
as in others, is always to apportion the 
land among various uses so as to get the 
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maximum benefit from the whole and 
the most harmonious and pleasing 
arrangements. 

The common area in the first block 
was used for wading pools, sand piles, 
swings and slides for the little children, 
and basket-ball courts and tennis courts 
for the older children and adults; but 
since the construction of this first unit 
it has been decided to furnish the older 
people with separate playgrounds, so as 
to leave the interior of the blocks for 
the little children. Two objects are 
accomplished by this arrangement. 
More space is given to the older people, 
to whom a distance of a few minutes is 
immaterial, while at the same time the 
little children, having the interior of the 
spaces of the blocks to themselves, may 
be watched by the mothers, working in 
the kitchens facing on these interior 
open spaces. This is a convenience and 
an advantage which many people with 
incomes of $10,000 and more in New 
York and Chicago may well envy. 

A third item of superiority is the 
esthetic appearance of “Sunnyside’— 
what may be called the amenities of the 
neighborhood. It will at once occur to 
the reader that the interior of the blocks 
must be far more attractive than the 
interior of most blocks, which are gen- 
erally unsightly with their garages and 
other buildings. Similarly, the trees 
recently planted along the streets will 
render them more attractive, and there 
is a general harmony in the facades of 
the buildings of each block. Variety in 
the skyline is provided by the grouping 
of one-family, two-family, and coopera- 
tive apartment houses. This variety 
is a pleasing contrast to the usual monot- 
ony of cheap homes. It does add some- 
thing to the cost, but not a very great 
deal, and it is more than offset by the 
economy of large-scale operations or 
mass production. 


Necessarily all purely ornamental fea- 
tures have been avoided. The material 
used for the buildings is chiefly common 
brick, but by avoiding extreme monot- 
ony the general appearance is pleasing, 
and the longer one studies “Sunnyside” 
the more satisfactory is this inexpensive 
but substantial building material. It 
has been interesting to the directors to 
notice that the substantial construction 
of the houses has so impressed some of 
the mechanics working on the build- 
ings that they have become purchasers 
of homes. 


Cost of Homes 


In view of the practical aims of the 
corporation it is important to consider 
the cost of the homes to the purchasers. 
It is to be noticed that the buildings are 
sold, “Sunnyside” having as its chief 
aim to promote home ownership and not 
tenancy. The board of directors, con- 
sisting of very practical men, as well as 
idealists, has always had in mind to 
bring home ownership within the reach 
of those who in New York City seldom 
aspire to home ownership. The presi- 
dent of the City Housing Corporation, 
Alexander M. Bing, made a prolonged 
search for land accessible to the heart 
of New York City and within the 5-cent 
fare zone. At the same time it was 
necessary to get land at as low a price 
as possible. He was able, going about 
this object quietly, to buy the 1,100 lots 
referred to at a very reasonable price. 
The next thing was to plan out the con- 
struction and building operations, so as 
to obtain the minimum of cost com- 
patible with excellent building material 
and with excellent construction. Inci- 
dentally it may be observed that as 
“Sunnyside” is within the fire limits of 
New York City it is necessary to have 
fire walls and to make the construction, 


i 
ome. 
con- | 
ome | 
ntire 
de,” 
inity 
ects 
ents | 
of | 
rger 
| 
irge 
ten- | | 
uses 
ind, 
the § 
fre. 
is a 
ies, 
ses, | 
uch | 
lew | | 
em | 
less | 
the | 
ew | 
acy 
rece | 
ach 
zht 
5a | 
the | 
spt 
As | 
ins 
in 
10- 
nd | 
$e. | 
he 
$e, 
he | 


4 
i 


176 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


in general, more expensive than would 
otherwise be the case, and, in fact, 
according to Mr. Bing, more expensive 
than is really necessary. To make home 
ownership possible it was also neces- 
sary to spread the payments over a long 
period upon the amortization plan. The 
outcome is that houses can be purchased 
for monthly payments at somewhat less 
‘than rent would ordinarily be. These 
‘monthly amortization payments extend 
over about 22 years, at the end of which 
time they cease, and the property is 
entirely paid for. It scarcely needs to 


be said that it is possible to pay up 
more quickly if one wishes. 
It is desirable that the purchaser 
should have shown capacity to earn and 
ave. The normal cash payment upon 
‘the purchase of a home is 10% of the 
price. This amount is paid in most 
cases. In some cases, however, the 
initial payment is very much less, but in 
a few cases it is larger, so that the aver. 
age payment would be not less than 
10%. The monthly payment on houses, 
which includes interest, taxes, insur- 
ance, and amortization, varies from 
$10.50 to $12 a month per room. A 
four-room apartment costs $6,000; a 
five-room apartment costs $7,100; and 
a six-room apartment costs $8,300. 


Monthly payments in these cases are, 


for a four-room apartment, $62.10; for 
a five-room apartment, $73.20; and for 
a six-room apartment, $85.60. A single- 
family house of six rooms, on the other 
hand, sells for $8,750. The cash pay- 
ment is $875 and the monthly payment 
per room is a little more than $10.50, 
or a total of $64.75. A two-family 
house of eight rooms sells for $11,800. 
The cash payment is $1,180 and the 
monthly payment per room is about $11, 
or a total of $88.38. A three-family 
house of twelve rooms sells for $17,500. 
The cash payment is $1,750 and the 
monthly payment per room is $12, ora 
total of $132. In the case of two- and 
three-family houses, arrangements can 
be made for the purchaser to let the 
superfluous space, thus making it easier 
for him to pay for the property. 

This permits a small amount of ten- 
ancy, but is not undesirable. The per- 
centage is relatively small, and a certain 
amount of tenancy is in itself desirable 
because in no community can every one 
be in a position to make home owner- 
ship desirable. The tenant may be, for 
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example, a young man, still unmarried, 
who may wish to live in the community 
and at the same time may in many ways 
be very helpful to it. On the other hand, 
the tenancy that does exist is an aid to 
home ownership. In one case a three- 
family home was purchased and two 
apartments were let by the purchaser 
and the monthly payments thereby 
reduced to $30. 

When “Sunnyside” was first started 
some people said: “You cannot sell 
one-family houses in New York City.” 
Fortunately the directors were not dis- 
couraged, and several one-family houses 
were built, but not enough to supply the 
demand. More were built in the second 
unit, and the number was so large that 
they were not all sold at once. The num- 
ber in each unit of one-, two- and three- 
family houses and apartment houses is 
as follows: In the first unit there were 
8 one-family houses, 80 two-family 
houses, and 40 cooperative apartments 
of six and seven families each, making 
provision altogether for 128 families. 
In the second unit there were 78 one- 
family houses, 68 two-family houses, 48 
three-family houses, and 32 cooperative 
apartments, making provision alto- 
gether for 226 families. In the third 
unit there were 83 one-family houses, 
138 two-family houses, and 78 three- 
family houses, making provision alto- 
gether for 299 families. 


Income and Occupation Groups Served 


An analysis of incomes and occupa- 
tions of 73 purchasers in the first unit 
shows that 55 out of the 73 have 
incomes from $1,200 to $3,500, and 18 
have incomes over $3,500. We find, 
under occupations, that the largest 
group consists of those in building 
trades, the next largest group being 
made up of store and office employees. 


There are 18 tradesmen and 5 chauf- 
feurs, 7 teachers and municipal em- 
ployees. The corporation makes it 
possible for all of these to buy pleasant 
homes, well constructed, sanitary, with 
provision for playgrounds for the chil- 
dren, as well as for older people; while 
probably very few would otherwise have 
become home owners. 


Capitalization and Return 


The corporation is capitalized at 
$5,000,000, divided into shares of $100 
each; and, as already stated, the divi- 
dends are limited to 6% per annum, 
which is, however, not an altogether bad 
return on an investment so safe that the 
trustees of educational and benevolent 
foundations have been willing to buy 
mortgage bonds. Three per cent is paid 
semiannually with clock-like regularity, 
and a surplus has been accumulated 
amounting to $200,000. 


Future Plans of the Corporation 


“Sunnyside” does not represent fully 
the ideals of the City Housing Corpora- 
tion, but rather the best that could 
be done under conditions which had 
already been established. The streets 
had been laid out and accepted by New 
York City, and the smallness of the area 
of land placed several restrictions upon 
possible achievements. The directors of 
the City Housing Corporation want to 
carry forward other developments in 
and about New York and also else- 
where. As soon as “Sunnyside” is com- 
pleted, or even earlier, if funds are 
available, the directors hope to buy a 
larger tract of land where the streets 
may be laid out according to their own 
ideas and a more spacious urban settle- 
ment provided. 

Mr. Bing dreams of a garden city, 
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using the results of the best experiments 
in our own and foreign countries; and 
his associates have every confidence that 
his dreams are going to become a real- 
ity. In thinking about a city within easy 
reach of New York, he has in mind a 
city which will have industries to pro- 
vide employment, and one which will 
also have stores, and, therefore, will be 
more nearly self-contained. One idea 
that has been tentatively discussed is to 
surround this garden city by a ring of 
land reserved against building, which is 
to be used for gardens and general 
intensive agriculture. In this way it is 
hoped to keep the city from growing 
indefinitely. 

Mr. Bing looks upon the City Hous- 
ing Corporation not as a local enter- 
prise, but as national in scope, and the 
writer entirely agrees with him in this 
view. It is worth while to furnish 5,000 
people with homes, but the City Hous- 
ing Corporation aspires to do far more 
than this. The happiness and well-being 
of 5,000 people are not insignificant, but 
when it comes to the housing problems 
of the United States all that can be done 
by any single corporation is not a drop 
in the bucket. If, however, the City 
Housing Corporation is provided with 
funds to enable it to carry on its work 
in Chicago and Boston and elsewhere, it 
will continually gain knowledge and cor- 
rect conclusions based upon more ade- 
quate experience. 


III. Economics of Plaa—Sale at 
Market Price 


of practice than if market prices are 
maintained. The idea of the present 
writer is that the City Housing Cor. 
poration should be competitive rather 
than merely philanthropic, and thus help 
to raise the level of competition. Indeed, 
it is not clear to what extent it is going 
to be possible for the City Housing Cor. 
poration to sell a better quality of 
product at much lower prices than the 
commercial builders who are working 
for profits. The corporation has some 
advantages because the officers and 
directors receive no salaries, and among 
them are men of experience and gifts to 
whom the work is a labor of love. 
Those who are salaried, like the archi- 
tect and the city planner, are entering 
into the plans in a most whole-hearted 
and praiseworthy way and are not mea- 
suring their service by what they receive. 
Very generally, the spirit to do one’s 
best seems to animate all the workers 
engaged in the construction at ‘“Sunny- 
side,” because all feel that they are 
doing a worth-while work. 


Advantages Accruing to Buyers 


It may be asked, then, what does the 
purchaser of the home receive if he pays 
a fair market price? He has, firstof all, 
honest construction and perfectly frank 
and straightforward treatment. If 
spaces are left open for parks and play- 
grounds for the children, for tennis 
courts, and so forth, then they are going 
to be kept open just as represented and 
not be sold when the other lots are gone 
and land values rise. The purchaser has 


If the general conditions of the hous-~ also the opportunity to spread his pay- 


ing situation are to be affected by this 
experiment, prices charged must be 
market prices. If the corporation is 
able to build and to sell below prices 
that are possible to private builders, it 
will have far less influence on standards 


ments over a long period of time, 
making it possible for those who other- 
wise could not become home owners to 
acquire homes of their own. The normal 
period is somewhere around 22 years, as 
already remarked; but, as also already 
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stated, it is possible to pay more rapidly, 
if one is able to do so. The purchaser 
also has the cooperation, in establishing 
a community desirable in every way, of 
the directors, whose aim is to “help self- 
help” in the aspiration for better things 
of life. Young as “Sunnyside’”’ is, a real 
community spirit is being developed, and 
this has been helped by the city planner 
and his family who have lived for some 
time at “Sunnyside.” 


The Problem of Ownership—Lease- 
hold or Purchase 


These policies of planning, prices, 
financing, and economy are only a few 
of the many economic problems that 
constantly arise in such an enterprise. 
Others that have arisen are equally 
fundamental in the general problem of 
adequate housing. These problems are 
primarily of a practical nature, but it is 
the belief of the present writer that in 
solving our practical problems we gain 
light upon economic theory. In fact, the 
history of economic thought teaches us 
that the most worth-while theory has 
been a by-product of efforts to solve 
practical every-day social and economic 
problems. 

At the very outset one question that 
arose was whether or not to sell the land 
as well as the building on the land. 
Some of the directors of the corporation 
were at first inclined to keep the land as 
the property of the community and to 
sell only the home on the land. After 
considerable discussion it was unani- 
mously decided that the man who owns 
the home should also own the land. If 
the home owners at “Sunnyside” had 
been simply leaseholders, they would 


’ not have occupied as favorable a posi- 


tion as those living in other neighboring 
communities. Moreover, though land 
does not always increase in value, if the 


would have been asked to take the 
depreciation in buildings without any. 
hope of a counterbalancing increment in 
land values. If the value of the land 
should increase, who would better enjoy 
this than the owners of the home? Who 
would be better entitled to it? When 
the home and site go together the own- 
ers have more interest in the commuuity 
and more inducement to accumulate 
wealth. Very frequently the man who 
buys just the home stops his accumula- 
tion when it is paid for. If he owns the 
home and the land both, he will not stop 
until both are paid for. 

In this matter there is a rather exten- 
sive experience in other places to draw 
upon, and this confirms the wisdom of 
the course taken in “Sunnyside.” In 
Baltimore, where a system of ground 
rent prevails, it has been felt to be so 
unfortunate that legislation has been 
enacted by the State of Maryland to set 
limits to the length of time for which 
the leases may be given. It has often 
been urged that Baltimore has not been 
so well improved and developed as it 
would have been if the ground rent had 
not existed, and if the owners of homes 
had also owned the ground under the 
homes. At Cornell University the pro- 
fessors have built homes on land belong- 
ing to the University, and the system 
there has impressed many as undesir- 
able. The late Charles K. Adams, who 
went from the presidency of Cornell to 
become president of the University of 
Wisconsin, opposed the beginning of a 


buildings only were sold the rae te | 


similar system at Wisconsin. Having 


spent many years at Wisconsin, the 
present writer believes that it is very 
fortunate that the professors have to 
buy their land, as well as the building 
on the land. 

This does not exhaust the subject of 
the freehold and the leasehold by any 
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means. Just as one should not oppose 
arbitrarily all tenancy, so one should not 
oppose arbitrarily all leaseholds. In the 
case of high-grade business concerns, a 
leasehold may be very advantageous 
because these concerns could be expected 
to take careful account of a diminishing 
value and to set aside regularly reserves 
for this as for all other kinds of depre- 
ciation. The situation is different for 
home owners, who under the leasehold 
system are likely to find their property 
slipping away from them without any 
adequate reserves for depreciation and 
replacement. 


Speculation 


Another question that arose early 
at “Sunnyside” concerned speculation. 
Would not the people simply buy the 
homes to sell them again at a profit? A 
proposal was made, as a method of pre- 
venting speculation, to put a third mort- 
gage for a period of 15 years upon the 
homes, this third mortgage being in 
effect in case the home was sold, but 
otherwise having no effect and being 
self-canceling at the end of 15 years. 
As a result of discussion, the directors 
resolved to substitute 3 years for 15 
as the length of time during which the 
third mortgage of $1,000 would be a 
valid claim. Experience seems to dem- 


~~ onstrate that the fear of speculation was 


excessive. Those who buy the homes 
are carefully selected, and people of 
that income group especially buy because 
they want homes. They cannot improve 
their conditions by going elsewhere. 
New homes are being continually con- 
structed by the corporation, and these, 
too, set a limit to the possibilities of 
speculation. Moreover, a certain amount 
of mobility is desirable, and those who 
want to improve housing conditions 
should not interfere with it. A young 


man may be living at “Sunnyside” and 
have an offer of a better position in 
another city. Certainly the directors 
would not like to stand in his way, and 
certainly they ought to rejoice with him 
if he is able to make a little profit on 
his sale. 

Speculation, however, thrives on un- 
stable values. This point should not 
be overlooked in planning housing 
improvements. At “Sunnyside” satisfac. 
tory planning has tended to stabilize 
values. Special mention has already 
been made of the location of the 
garages. Similarly, stores have been 
placed by themselves and_ properly 
located. One aim in this policy has been 
to prevent, as far as possible, the com- 


petition among different uses which — 


tends to boost land values. But further 
experiments, especially on a large scale, 
will throw more light on this whole 
subject. 


Larger Social Purposes of “Sunnyside” 


A summary of the present work of 
the City Housing Corporation would 
be incomplete without sketching the 
broader implications of the experiment. 
This new and larger purpose appears 
when one considers the laboratory or 
scientific connection of “Sunnyside” with 


the Institute. While the City Housing 


Corporation is applying and working 
out better standards and methods of 
stimulating home ownership, the Insti- 
tute is investigating as a scientific matter 
what is being accomplished at ‘“Sunny- 
side” and in other projects wherever 
located. The hope is that gradually 
better standards and methods will be 
discovered and assembled and that these 
will guide and stimulate national, and 
even international, activity in encourag- 
ing home ownership. In this sense the 
City Housing Corporation with its prac- 
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tical research and the Institute with its 
broader scientific research have a unity 
of spirit. 

It is evident that both the City Hous- 
ing Corporation and the Institute start 
with certain assumptions regarding 
home ownership, which perhaps should 


be set forth. The first and most evi- 


ent is the social importance of home 
ownership as a basis of good citizenship. 
The slogan of the United States League 
of Local Building and Loan Associa- 
tions is “The American Home—The 
Safeguard of American Liberties.”’ But 
regardless of any sentiment attaching to 
such slogans, there is no question that 
home ownership is a safeguard against 
poverty, and it aids thrift and prosperity 
for the many. Indeed, a home owner is 
almost invariably a good citizen. In 
fact, the social importance attached to 
home ownership is more than an 
assumption; it is an axiom. On this 
basis the City Housing Corporation, 
with the Institute cooperating in its own 
way, is making a valuable contribution 
to good citizenship and general well- 
being. 

Nevertheless, with this interest in 
home ownership goes the recognition of 
the inevitability of some tenancy in both 
city and country. To see this one has 
only to ask, ‘‘What would happen if it 
were not possible to let and hire homes; 
in other words, if there were no ten- 
ancy? Without some tenancy, would 
there be sufficient mobility of the popu- 
lation to prevent serious economic mal- 
adjustments?” In an ideal condition a 


‘\/‘certain amount of tenancy would exist 


both in country and in city. The Insti- 
tute is seeking to find out what is a 
desirable amount of tenancy, judging 
from the results in many communities. 
The City Housing Corporation seeks 
the same end in a different way by 
experimenting with home buyers who let 


a part of the building to help pay for 
the whole. Likewise since we must have 
some tenancy, we should strive to make. 
it good tenancy. This brings in the 
whole question of tenements and the 
relation of landlord to tenant both in 
city and country. 

When it comes to clearing of slums in 
great cities we have very complex prob- 
lems which require special treatment. 
That is not the chief concern at present. 

A somewhat different treatment is 
required to meet the needs of the 
so-called white collar, or middle intel- 
lectual, classes upon which the progress 
of civilization especially depends. The 
condition in which these people find 
themselves was admirably portrayed, 
but perhaps a little exaggerated, by 
Katherine Fullerton Gerould in the 
Harper’s Monthly Magazine for Feb- 
ruary, 1926, in an article entitled “The 
Plight of the Genteel.” The present 
writer is firmly of the opinion that 
through concerted. action it is possible 
to help college instructors of various 
ranks, professional people, generally, 
and the “genteel,” to use Mrs. Gerould’s 
word, to acquire home ownership and 
to do something to improve the eco- 
nomic position of these classes and to 
do so without any taint of charity. 

Early this year, Governor Smith of 
New York recommended to the legisla- 
ture that something be done by the 
state to aid private agencies to furnish 
housing for those with small incomes. 
He suggested that state or municipal 
credit subsidies be used or that limited 
dividend companies with powers of 
condemnation be encouraged. These pro- 
posals seemed “startling” and “‘pater- 
nalistic” to some people; to others they 
were “courageous,” but perhaps not 
altogether wise. They illustrate, how- 
ever, that there may be many roads to 
the same goal. 
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It is all the more necessary, there- 
fore, in evaluating “Sunnyside,” for the 
Institute to study the experience of 
foreign countries in their efforts to cope 
with housing problems. Greater re- 
liance has been placed by other nations 
on public aid of various kinds than in 
this country, where business traditions 
are more individualistic. Nevertheless, 
these older countries may have lessons 
for us in America. Mere imitation 
may not be desirable, but that need not 
stop us from using the experience of 
foreign countries in shaping American 
policies according to American peculiari- 
ties. The advocates of the Garden City 


Movement in England, for example, — 


are very generally inclined to favor the 
leasehold instead of the freehold, so far 
as the land is concerned. That may be 
the best possible plan in England, al- 
though that is not to be accepted with- 
out question. American experience shows 
that it is possible to unite the ownership 
of the land to the ownership of the home 
on the land. The Institute does not 
adopt this as a creed, but, so far as 
present researches and the “Sunnyside” 
experience have gone, this seems to 
give the best results and to be favorable 
to a larger accumulation of wealth than 
would otherwise take place on the part 
of the ordinary home owner. 


Aid to Europe from American 
Experiments 


As we learn from other countries, so 
it may be possible to be helpful to them 
in solving their housing problems. In 
Europe the problem appears to be far 
more pressing and urgent than in this 
country, where it is safe to say that 
there are better homes than in any other 
country in the world, although much 
remains to be done. The situation in 
European countries is in many ways a 


bad one. Relying upon governmental 
aid to furnish homes, in very many cases 
private initiative and enterprise have 
been checked, while in no case does 
public activity seem sufficient to meet 
the situation. In many parts of Europe 
a kind of vicious circle has been reached 
in this way, resulting constantly in more 
and more appeals to government aid, 
while private activity is pitifully inade. 
quate. If further research by the Insti. 
tute supports these conclusions, then the 
policies adopted by the City Housing 
Corporation will be substantiated and 
public authorities would do well to take 
notice of the results. 


\\ Taxation Problems 


Another angle of the relation be- 
tween public and private enterprise is 
found in questions of taxation and rent 
regulation. Among the researches being 
conducted by the Institute is that into 
the whole field of taxation. Is taxation 
excessive? If so, what should be done 
about it? New York has experimented 
with the exemption of certain buildings 
from taxation for a specified period of 
years. Has this policy helped? Has 
it encouraged private builders to furnish 
a larger supply of low-priced working- 
men’s homes? There is some difference 
of opinion about the influence of tax 
reduction on homes when we consider 
the long-time effects. There can be no 
doubt that the temporary remission of 

(a on low-priced homes in New York 
City and in one or two other places in 
New York State has stimulated building 
and has been helpful. 

The present writer long ago, when a 
member of the Maryland Tax Commis- 

sion, recommended a remission of taxes 
on new homes for a period of three 
years and is prepared to adhere to 
that recommendation whenever and 
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wherever there is a shortage of homes. 
Generally speaking, it is probably safe 
to say that economists would be nearly 
unanimous in opposing a total exemp- 
tion which would increase the excessive 
burden of taxes upon other kinds of 
property, and especially upon the land 
which is already, in the opinion of most 
authorities, heavily overtaxed, in rela- 
tion to other forms of taxable property. 
A temporary remission does not add to 
the permanent burdens of taxation of 
real estate or of other kinds of prop- 
erty, but in so far as it stimulates build- 
ing it lessens the tax rate in the long 
run. 

Another phase of taxation, which 
needs attention in an exhaustive treat- 
ment of housing, is the desirability of 
assessing taxes according to the selling 
values of land. There is some evidence 

__\that putting taxation on selling values 
of land, as we do in this country, tends 
towards congestion. We can see this 
in many places where original lots have 
been divided because the tax on the land 
became so high. Taxing land on selling 
values also makes it difficult to maintain 
playgrounds and golf courses. The 
suggestion has been made that this situa- 
tion would be much improved not only 
in the city, but especially in the country, 
where farmers are so generally in dis- 
tress, by making taxes correspond to 
rental values instead of selling values. 
Classification of land should also be 
further considered in this connection. 

A collateral phase of the general 
taxation problem is the casually dis- 
cussed proposal to exempt from the 
federal income tax dividends and inter- 
est from limited dividend companies, 
provided these dividends and interest 
payments do not exceed a certain 
amount. In the case of the building and 
loan associations, dividends up to $300 
are exempt from the federal income tax. 


May we go still further and exempt 
from taxation bonds of limited dividend 
building corporations as we do in the 
case of the Federal Land banks? Is it 
any more important to help men to 
become farm owners through tax exemp- 
tion than to help men to become home 
owners in cities? This is something to 
be considered very carefully in all its 
bearings before an answer is to be given. 
Also in this as in other cases we must 
ask and try to answer the question: 
Will we hereby lessen private initiative 
and effort? 


Rent Regulation 


The same question needs to be 
answered when we consider public poli- 
cies of rent regulation in relation to 
housing improvement. Rent regulation 
which has been used to a limited extent 
in this country, and to a far greater 
extent in other countries, generally 
results in a kind of vicious circle. This 
subject has not been investigated ade- 
quately, but there are those who hold 
that, while present tenants may be 
favored for the time being, the result is 
to check private activity, and thus to 
make the housing more inadequate than 
it would be otherwise. The experience 
with rent control in New York, En- 
gland, and elsewhere, seems to confirm 
this. Investigations in this field must 
be carried on further with a perfectly 
open mind and be governed by the facts 
of the case. 


The Elimination of Social Waste 


The discussion of these broader 
aspects of the City Housing Corpora- 
tion’s experiment does not exhaust the 
subject by any means. It will suffice, 
however, to show how the Institute is 
evaluating this work in its economic 
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perspective. Clearly the time has come 
to do something about the great social 
waste—in money, human energy, human 
lives, and hopes—that accompanies the 
unwise use of land. From one point of 
view this is the problem underlying all 
the others, and it is a problem that 
transcends the boundaries of cities. 

It is well known—but how often over- 
looked and how soon forgotten—that 
thousands of farmers are engaged right 
now in a hopeless struggle to pay for 
unwisely chosen farms, just as many 
urban dwellers are facing losses that 
aggregate enormous sums because they 
got on city land developments in an 
unfortunate way. In the case of some 
farm owners the struggle is hopeless for 
a variety of reasons, not the least im- 
portant of which is that in many in- 
stances worthless or rather submarginal 
land has been bought and the struggle 
is necessarily foredoomed to failure. 
Some places in this country can be found 
where one crop of settlers follows 
another, which is a process that means 
not only great losses in terms of dollars 
but also countless human tragedies. 

Similarly, in the cities, many home- 
seekers buy land at boom prices or in 
regions remote from the city’s center 
only to find that the hoped-for develop- 
ment does not take place. Only those 
who are familiar with what is going on 
throughout the country realize the huge 
social losses in money and in thwarted 
hopes of those families who fruitlessly 
made great sacrifices to acquire a 
longed-for home. 

As the Institute observes this process 
of social waste, it becomes more and 
more clear that the City Housing Cor- 
poration can do and is doing an almost 
limitless amount of good in establishing 
better standards of urban land develop- 
ment. Likewise the Institute, by study- 
ing ‘‘Sunnyside” in relation to other 


_ probable: 


similar projects, can do much in guid. 
ing development and fighting frauds. 
The work to be done is not merely in 
fighting frauds but in correcting igno- 
rance and letting light into dark places. 
Considerations such as these add social 
significance to the economic significance 
of the City Housing Corporation’s ex. 
periment. 


Methods That Have Been Tested and 
Proved Sound 


Purely from the standpoint of eco- 
nomic science, it may be asked: What 
does the Institute conclude from the 
development of “Sunnyside” thus far? 
What economic standards and methods 
have been tested and found sound? It 
is, to be sure, very early to draw conclu- 
sions, but the present writer believes the 
following statement is at least highly 
(1) Within limitations set 
by the characteristics of the available 
land area, it is economically possible for 
private enterprise in New York City to 
furnish ‘“‘decent’”” homes to people of 
small means; (2) the physical and 
esthetic standards of such homes can 
be raised by careful planning and mass 
production while purchase prices are 
kept reasonable; (3) financing of home 
acquisition by the amortization plan can 
safely be spread over 22 years without 
endangering regular, though limited, 
dividends; (4) speculation may be ade- 
quately checked by using the device of a 
three-year, self-canceling third mort- 
gage of $1,000; (5) a certain amount 
of tenancy is indispensable as an addi- 
tional incentive to ownership; (6) limi- 
tation of dividends to 6% does not 
necessarily prevent the accumulation of 
a surplus or check the inflow of private 
capital; (7) private enterprise can im- 
prove standards without sacrificing 
reasonable profits, without sweeping 
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governmental aid or subsidy, and with- 
out demoralizing the housing market. 

These methods and standards will be 
tested further as development of 
“Sunnyside” goes on and as similar 
experiments are started in other locali- 
ties. So far as present experience goes 
in the vicinity of New York, the above 


conclusions seem warranted by the facts. 
The present writer believes that these 
results have immense significance, both 
economically and socially, to private 
builders and public officials, and to all 
thoughtful citizens interested in social 
progress and the enrichment of eco- 
nomic science. 
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IMPROVEMENTS IN THE MECHANISM OF 
PUBLIC UTILITY VALUATION 


By WILLIAM L. RANSOM 


N the January issue of THE Jour- 
I NAL, I pointed out some of the 
practical considerations which, log- 
ically or illogically, have led to the con- 
cept that the owners of the private 
property devoted to public service enter- 
prises may not be denied an opportu- 
nity to earn an adequate return upon a 
value which fairly reflects “construction 
costs, conditions, wages, and prices” at 
the time of an attempted rate regula- 
tion. I tried to show that about as 
many difficulties and complications in- 
here in valuation and in rate revision 
under an “investment” theory as under 
the “present-value” concept, and that 
there can be no warrant for an assump- 
tion that all valuation troubles would be 
over if the “investment” theory were 
adopted. I also suggested for considera- 
tion that valuation and revaluation are 
not necessary steps in rate-making or 
even in rate revision; that the occasion 
for the reascertainment of the value of 
the property arises only when it becomes 
necessary to inquire whether regulation 
has exceeded its constitutional jurisdic- 
tion by trying to force rates below the 
limits of a fair return upon the prop- 
erty; and that with reasonable rate- 
making and a proper concept of what 
are reasonable rates, a valuation reflect- 
ing a price level would serve for a sub- 
stantial period of time, with such rate 
revisions meanwhile as are required by 
substantial changes in operating costs. 
In the present article, it is my en- 
deavor to indicate some of the improve- 
ments, in procedure and in point of 


view, which may be desirable in this 
field of valuation. 

The past six or seven years have 
brought a sharp and sudden challenge 
of the adequacy and suitability of the 
machinery and procedure set up for the 
determination of the value of private 
property taken for public uses. Down 
to about ten years ago, the great devel- 
opment of the railroad, gas, electric 
light, power, street railway, and other 
public service industries, had taken 
place during a period of declining costs 
of operation per unit of service ren- 
dered. The units of operation were be- 
ing enlarged and improved; the prices 
of many basic materials were decreas- 
ing or stationary; the volume of service 
rendered was increasing rapidly; the 
cost per unit of service rendered (for 
instance, per passenger, per thousand 
cubic feet of gas sold, per kilowatt-hour 
of electricity, and so forth) was declin- 
ing. During this period, an elaborate 
mechanism, administrative and quasi- 
judicial in scope but closely identified 
with the policy-determining branches of 
government, was set up in Washington 
and in nearly all of the states, under 
the pressure of a public opinion which 
apparently sought to revise public utility 
rates downward, at least as fast as 
decreased costs permitted, within the 
limits of constitutional right. 


Ease of Downward Rate Revisions 


As human institutions go, this mech- 
anism of rate revision downward proved 
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suitable and effective. Whatever may 
be the Jag and the impediments in rate 
revision upward, few serious difficulties 
developed in reducing rates, usually in 
advance of actual reductions in operat- 
ing costs, to at least the full extent of 
the anticipated economies. 

In a period of declining costs, valua- 
tions were not usually a very essential 
part of the processes of rate reductions. 
For example, the need for the inventory 
and appraisal of property, to ascertain 
a reproduction cost to be contrasted 
with original cost, did not ordinarily 
arise. Rate reductions were commonly 
sought on grounds of decreased unit 
costs of operation. As to the so-called 
“rate base,” it was generally realized, 
by all concerned, that an estimated re- 
production cost might be somewhat less 
than actual original cost plus net addi- 
tions to actual cost. Under such cir- 
cumstances, no one was greatly ag- 
grieved if the book costs were accepted 
and a moderate or minimum rate of 
return allowed thereon. 

Especially in litigation as to railroad 
rates, proof of replacement cost was re- 
sorted to, as I pointed out in my pre- 
vious article, by those who sought to 
deny the corporation a return upon the 
greater sum representing actual original 
cost. More commonly, however, an 
equivalent result, in dollars, was accom- 
plished, with some wear and tear on 
the law and the facts, by narrowing the 
percentage of return or by pruning the 
actual investment to the desired resi- 
duum, through the concept of allowing 
a return only upon “prudent invest- 
ment.” Of course, it was rarely deemed 
“prudent” that any property should 
originally have cost more than it could 
be reproduced for at the time of in- 
quiry; and it later became “prudent,” 
at least in a political sense, to allow a 


return only upon sums less than either 
the original cost or the reproduction 
cost. As long as the utility managers 
could keep lowering their unit costs of 
service, however, valuation proceedings 
could be handled with considerable in- 
formality or dispensed with altogether. 
They played no important or essential 
part in effecting the rate changes desired 
by the public and welcomed or acqui- 
esced in by the owners of the properties. 


Difficulty of Rate Revisions Upward 


Since about 1915, American industry 
has been in the throes of a period of 
rising costs and a price level which 
seems to have become practically fixed 
at a point far above pre-war standards. 
In many instances, the mechanism which 
had functioned well in forcing rates 
downward failed dismally, and proved 
for a long time virtually powerless, to 
raise rates flexibly so as to keep revenues 
equal to expenses and yield the investors 
a fair return upon the capital employed. 

The same political forces which long 
had exerted pressure for rate reductions 
to reflect decreased costs, often stood 
steadfast against rate increases to re- 
flect year after year of sharply increased 
operating costs. Rate reductions had 
generally been acquiesced in, by all con- 
cerned; rate increases had often to be 
fought for and forced, against resolute 
and bitter opposition. That attitude 
forced valuations; the amount and pres- 
ent value of the property had to be 
ascertained and proved in evidence, over 
the most stubborn opposition, before 
the commissions and in the courts. 
Although the trend of costs was of com- 
mon cognizance, and the need for relief 
was great, weary months and often 
years were required to be spent in sol- 
emnly proving facts fairly known to 
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everybody, as to the increased costs of 
building materials and the increased 
wage rates of labor. 

The expenditure of hundreds of thou- 
sands and literally millions of dollars, 
in a single case, for the work of ap- 
praisal engineers; the enforced taking 
of tens of thousands of pages of type- 
written testimony, later to be printed; 
the nerve-wracking contest for methods 
of demonstration and proof which 
might bring relief before too late; the 
waste of the energies, health, and even 
the lives, of company executives and 
public officials, under the strain of such 
processes of proof, are some of the fac- 
tors which emphasized, perhaps unduly 
in the instances to which I refer, that 
the machinery for ascertaining the 
value of property devoted to public uses 
may work rather ponderously and un- 
suitably in a time of great need, and 
that something remains to be worked 
out on the procedural side, by the courts, 
commissions, and legislative bodies. 

I do not wish to convey any false 
impression about what has taken place; 
there has probably been a tendency to 
overemphasize what transpired in some 
instances and to say little about the way 
in which by far the greater number of 
rate revisions has been handled, even 
during the past decade. Especially in 
1917 and 1918, innumerable increases 
in rates were sanctioned by the state 
commissions, and railroad rates were 
increased throughout the country by the 
Interstate Commerce Commission, with- 
out anything which could be called a 
“valuation.” The objective was gener- 
ally to keep operating revenue sufficient 
to pay operating expenses, without 
much attention to return, if any. It 
probably is not too much to say that, as 
a general rule, in the years since the 
war, the regulatory commissions have 


come to realize that utility rates should 
be increased or decreased flexibly and 
with reasonable promptness, according 
as may be necessary in order to keep 
them within the requirements of rea- 
sonableness and to remove limitations 
which would leave them insufficient to 
pay operating expenses and a reasonable 
return upon the useful property. There 
is far from a realization of the elements 
and bases of reasonableness in the prices 
charged for public utility service; there 
is too commonly an adherence to the 
“cost plus” theory of rates—a disposi- 
tion to keep rates narrowly on the 
border-line of confiscation, by seeing to 
it that rates do not greatly exceed the 
limit below which they cannot go with- 
out inflicting confiscation. At the same 
time, it should be said that the regula- 
tory commissioners, and other public 
officials, have generally come to recog- 
nize that rates must rise or fall, to such 
extent as may be necessary to conform 
to the requirements of adequacy and 
reasonableness in the legal sense. 

As to the mechanism of rate regula- 
tion, however, it remains true that the 
way of handling promptly and justly the 
ascertainment of the value of private 
property engaged in public service has 
not yet been perfected. The obstacle is 
not surmounted by transferring to the 
federal or state courts the task of valu- 
ing the property, either in the first 
instance or for a second time upon re- 
view. The problem remains, and the 
difficulty seems to me partly one of pro- 
cedure and partly one of point of view. 


The “Left Hand” Should Know and 
Respect “What the Right 
Hand Doeth” 


If the processes of regulation and 
judicial review are to afford prompt and 
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real protection alike to the public which 
uses public utility service and to the 
public which has become the real owner 
of the properties necessary for furnish- 
ing that service, the courts and com- 
missions need to enforce a more rigor- 
ous estoppel against official representa- 
tives who try to repudiate and avoid the 
consequences of the administrative ac- 
- tion of their own or other state depart- 
ments. May I refer to a few instances 
which have come under my personal ob- 
servation? 

The city and the state of New York 
value annually all of the land used for 
public utility purposes within the city 
of New York. They employ, for this 
purpose, men of real estate experience, 
who are chosen by civil service examina- 
tions as to their qualifications. These 
officials make assessments, upon their 
oaths, and state annually the sums for 
which, in their judgment, the respective 
parcels of land would sell if wholly un- 
improved. Upon the land values so 
determined and assessed, the city and 
state require the corporate owners to 
pay taxes at the rate fixed from year to 
year. 

I am, of course, aware that, in 
many or most states, some of the ele- 
ments of the property of a going enter- 
prise are not listed, valued, and assessed 
for purposes of taxation; also, that in 
some localities, land and other prop- 
erty are not assessed at full value but 
only at some percentage thereof that is 
recognized by law or customary prac- 
tice. Therefore, I fully recognize the 
soundness of the rule of the Minnesota 
Rate Cases and other decisions, that 
the record and amount of tax assess- 
ments may not, against the utility and 
over its objection, be received in evi- 
dence as probative of the full value of 


*230 U. S. 352. 


IMPROVEMENTS IN UTILITY VALUATION 


189 


the corporate property, in the absence 
of proof that such assessment was com- 
petently made upon a basis reflecting 
full value. In other words, due process 
does not permit the public departments 
to prove in evidence, in their own be- 
half, their own official determinations of 
value, without giving the adverse party 
an opportunity to cross-examine as to 
their competence and soundness. But 
should the public departments be per- 
mitted to disavow their own determina- 
tions of value, when offered in evidence 
against themselves? 

When I offered, in a local rate case 
a few years ago, to stipulate with the 
corporation counsel and the attorney- 
general that the value of the company’s 
land was at least as much as the sum at 
which it had been valued by the city 
and state, the offer was spurned as pre- 
posterous; and when I called attention 
to the statutory requirement that the 
land be assessed at its market value, and 
then summoned to the stand as witnesses 
the commissioners who made the assess- 
ments and tried to prove the market 
values they had placed on the land for 
tax purposes, the legal advisers of the 
state and municipal taxing authorities 
fought bitterly to exclude the testimony 
and establish a lower value for the 
company’s land. The suggestion was 
even made, in all seriousness, that these 
civil service evaluators, chosen in part 
for real estate experience, were not 
qualified to form and express an opinion 
as to the market value of the land. 


Assessment for Tax Purposes at Values 
Higher Than Those Opposed and 
Fixed for Rate Purposes 


About a year ago, in another rate 
suit in a federal court, on a sharply 
contested question as to the present 
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market value of various parcels of un- 
improved land, the utility called to the 
stand two real estate men of outstand- 
ing ability and reputation, each of whom 
placed values upon each of the parcels. 
One of these experts specializes in con- 
servative advice as to values for pur- 
poses of mortgage loans; the other 
gives cheering advice to a great sales 
organization. Perhaps naturally, these 
two experts varied somewhat in their 
estimates of the market values of many 
of the parcels; the figures of one were 
generally higher than those of the other. 
The corporation counsel, acting in be- 
half of the attorney-general of the 
state, also called to the stand two well- 
known appraisers in the regular employ 
of the city, each of whom testified under 
oath to values very much lower than 
had been attested by either of the com- 
pany witnesses. 

The company’s counsel, of course, 
argued staunchly for the figures sub- 
mitted by the two witnesses it had called 
to the stand, while counsel for the city, 
the state, and the commission contended 
that they both were too high and that 
only the figures sworn to by the city’s 
experts were worthy of anybody’s cre- 
dence. Up to this point, the develop- 
ments were those naturally to be ex- 
pected in trying to ascertain the pres- 
ent market value of land by a battle of 
experts. 

When the court came to review the 
testimony, it naturally went through all 
of the figures submitted as to each par- 
cel. In no instance, I think, was a 
present value found in excess of the 
lower figure presented in behalf of the 
company, and as to some parcels both 
figures presented in behalf of the com- 
pany were disregarded and lower figures 
adopted, approximating those of the 
city’s witnesses. The result was that 


for rate purposes, the vigorous con- 
tentions of the representatives of the 
city and state were sustained, to the 
extent that the lower of the two figures 
was generally adopted, but in some in- 
stances the land was valued at amounts 
less than had been testified to by either 
witness for the company. 

Nevertheless, a few months later, 
when the city had to value certain of 
these parcels for tax purposes, did it 
adopt the figures testified to by its own 
experts? Did it adopt the lower of the 
two figures testified to by the company's 
experts? Or the value placed upon 
such land for rate purposes? No such 
consistent standard was recognized; in 
the case of a substantial number of par- 
cels, the city proceeded to forget the 
contentions of its counsel and the oaths 
of its appraisers, and adopted substan- 
tially the higher figures that had been 
presented in behalf of the company, so 
that the parcels were assessed higher 
for tax purposes than the court was 
willing to value them for rate pur- 
poses! Small wonder that the gas-rate 
in New York City is 13 cents per thou- 
sand cubic feet higher than it would be, 
but for the taxes imposed by the city 
and other taxing authorities! 

To me it seems a reasonable proposi- 
tion, unless governmental agencies have 
lost their sense of fair play as well as 
their sense of humor, that if, for ex- 
ample, the government requires a 
utility to pay taxes on a given quantum 
of property value, it should promptly 
and at all hazards cease from denying 
to the company’s investors an oppor- 
tunity to charge rates yielding an ade- 
quate return on at least that quantum 
of property. Should not the spectacle 
be ended of one set of government 
officials trying to establish the highest 
possible value for the company’s prop- 
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erty as that on which the company 
should pay taxes, and another set of 
officials trying to prove that the same 
property has little or no value at all in 
a rate proceeding, and both sets of 
officials, and several others, trying to 
prevent the company from earning any- 
thing at all on either the highest or the 
lowest value claimed by any of the 
public authorities? 


Giving Full Faith and Credit to Com- 
mission Findings 


A few years ago a great modern gas 
plant was erected in one of the boroughs 
of New York City. Temporary obli- 
gations were issued to finance the con- 
struction work, and when the project 
was completed, application was made to 
the regulatory authority to issue bonds 
to capitalize this addition to capital. 
The work had been done and the plant 
built virtually under the eyes of the 
regulatory body. Minute and complete 
accounts had been kept; the properties 
and equipment installed had been inven- 
toried; the vouchers and inspectors’ 
certificates had been arranged to facili- 
tate the work of checking. When the 
application for the bond issue was pre- 
sented to the commission, the accoun- 
tants and engineers examined and veri- 
fied the accounts and supporting vouch- 
ers, checked upward of 75% of the in- 
ventoried items, selected at random, 
and reported to the commission that 
the moneys had been actually and prop- 
erly spent and that the resultant prop- 
erties had been acquired and were in 
use. Accordingly the commission au- 
thorized the issuance of the bonds. 

Five years later there was need to 
prove in court the property acquired 
at the time the plant was built and its 
cost to the company. Its counsel 


Ig! 


offered in evidence the action of the 
commission, its order stating the details 
of the capital expenditure approved, 
and its opinion showing the results of 
the checking and verifications by the 
commission’s accountants and engineers. 
Did the attorney-general, the corpora- 
tion counsel, or even the counsel for the 
commission then in office, recognize that 
weight or controlling effect should be 
given to this deliberate action of the 
state regulatory authority five years 
before? Notatall. They strenuously 
objected to its being received in evi- 
dence, and forced the company to spend 
time and money in submitting further 
proof of facts not fairly open to con- 
test from any public representatives. 
The public service commission of one 
of our great middle-western states very 
solemnly determined that virtually all 
of the property operated by a public 
utility under its jurisdiction was used 
and useful; that the company was en- 
titled to a substantial allowance for its 
going value and water-rights; and that 
the value of its property was at least a 
stated number of dollars. On the basis 
of property valuation thus established, 
the commission authorized the company 
to issue and sell securities. Wages 
and prices advanced steadily for six or 
seven months; new properties were 
added, and then the commission had 
occasion to make a new valuation. The 
highest court of the state had mean- 
while determined that public utilities 
operating in that state were entitled to 
earn a fair return upon the present 
value of their properties, including go- 
ing value, and that wages and prices 
must be given effect in the finding of 
present value. Although the commis- 
sion reiterated its previous ruling as to 
the property on which a return was to 
be allowed, it fixed a value very much 
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smaller than it had before, despite the 
advance in wages and prices. When this 
unexplained decrease was attacked in 
the courts, counsel for the state and 
city argued in the Federal Courts that 
the “rate base” should be only original 
cost less accrued depreciation; that no 
allowance should have been made for 
going value or water-rights, and that a 
large part of the operating property 
should be held not useful in the public 
service. 

In another recent instance in another 
state, where the commission had just 
held a certain company entitled to earn 
an 8% return upon all of its physical 
property, including about $300,000 for 
working capital, counsel for the com- 
mission attacked in court the useful- 
ness of more than half of the parcels 
of real property, contended that less 
than $100,000 should be allowed for 
working capital, and that less than 6% 
was a sufficient rate of return upon 
original cost less ‘“‘accrued theoretical 
depreciation.” 

I might cite many other instances of 
failure on the part of public authori- 
ties, in their capacities as litigants or as 
regulators, to recognize the weight 
which must be given to official action of 
the regulatory tribunal and to judicial 
determinations to which it and other 
public officers are parties, if there is to 
be any method at hand for dealing with 
rate and valuation questions within 
reasonable limits of time and expendi- 
ture. 

For example: The commission makes 
a finding that a company’s investment in 
its useful property, as of a given date, 
is at least a sum stated; yet the commis- 
sion’s counsel joins in resisting strenu- 
ously the receipt of such finding in evi- 
dence in court, claiming that it is no 
evidence that such property was or is 


useful or that the investment therein 
was at least the sum found by the com. 
mission. 

Again: The city, the state, and the 
commission, all are parties to a suit 
brought by or against a public utility 
company as to its rates and properties, 
Each party to the suit adduces such evi- 
dence as it sees fit; hundreds of thou. 
sands of dollars and many months are 
spent in litigating the properties, their 
useful character, their original cost, and 
their reproduction cost. All of these 
matters, and many others, are finally 
determined by the findings and judg. 
ment of the court, duly afirmed upon 
appeal. Nevertheless, the city, the 
state, and the commission, through their 
counsel, persistently refuse to recognize 
these findings as-a determination of 
these matters so expensively litigated, 
and strive with might and main to ex- 
clude the judicial findings from any 
force and effect and to compel complete 
relitigation of the same questions, every 
time they become pertinent to any issue, 
in court or before the commission. 

I have cited these instances, not in 
any criticism at all of the city or state 
officials or the commission plan of 
regulation, because I believe in commis- 
sion regulation, and the men who have 
done these incongruous things are 
friends for whom I have a real respect. 
They have done what they sincerely be- 
lieve is their public duty, by way of 
putting every public utility company to 
its proofs; and I have no disposition to 
say they have not done their duty, ac- 
cording to present concepts. I am only 
calling attention to the fact that the 
new regulatory machinery still creaks 
and lumbers, and that there is a lack of 
coordination somewhere. The fault 
seems to me to lie in the failure of our 
regulatory and judicial system to recog- 
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nize as yet the meaning of the new ma- 
chinery which has been set up and the 
recognition which must be given to its 
decisions and its action. What a regu- 
latory tribunal determines and recom- 
mends must be given weight, in behalf 
of a public utility company, no less than 
against it; such determinations must be 
given ready and unhesitant effect in the 
courts; and short shrift should be given 
to other representatives of the legisla- 
tive power of the state in trying to 
repudiate them. 


Book Records as Evidence of Fact 


- Of somewhat similar purport is the 
issue regarding the weight to be given 
to the books of account and underlying 
records of regulated utilities, as a mode 
of proof of facts pertinent to their op- 
erations and properties. The state sub- 
jects utility finances and operations 
to constant and inquisitorial supervi- 
sion and analysis, through prescribing 
a standardized system of accounts; 
through compelling periodic reports un- 
der oath and penalties; through check- 
ing and verifying all accounts and 
entries to whatever extent is desired by 
the commission, including the checking 
of all vouchers and expenditures for 
capital additions and withdrawals, and 
the checking of any other items the 
commission’s staff of engineers and 
accountants desire. 

All this, and more, has been visited 
upon the companies by the regulatory 
plan, as a part of the machinery for 
enabling the public authorities to en- 
force rigorously the ‘‘cost plus” theory 
of reasonableness in rates and at the 
same time to avoid inflicting actual con- 
fiscation. The financial data thus re- 
ported and checked under commission 
supervision are compiled and widely 
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published by both governmental and 
private agencies, and form the basis on 
which the investment of hundreds of 
millions of dollars annually is made by 
the people of America in its public ser- 
vice enterprises. Every one who knows 
anything about such matters knows that 
the operations and financial transactions 
of the companies are honestly, faith- 
fully, and reliably reported, under the 
accounting system and supervision of the 
commissions, and could not be handled 
in any other way. If all this supervision, 
checking, and the system of uniform 
reporting under oath do not produce re- 
liable records of the actual transactions 
of the companies, then the federal and 
state governments are guilty of most 
flagrant imposition upon the taxpayers 
and investors. But when it was sought 
to use these records and these resultant 
data, in behalf of the companies, as 
devices for shortening and simplifying 
the processes of proof and saving the 
time of company representatives and 
public officers and the money of tax- 
payers and consumers, most of the 
public representatives resisted and ob- 
structed any such reasonable course. 
They fought it as hard as they could all 
the way to the highest state courts and 
the United States Supreme Court. They 
even demanded that judgments be re- 
versed because of the receipt in evidence 
of books of accounts kept under such 
public supervision and the receipt of 
proof that the commission’s engineers 
and accountants had continuous access 
to the properties and vouchers for the 
purpose of checking all property addi- 
tions and anything else the officials saw 
fit. 

Fortunately, this “negative” and ob- 
structive attitude has generally been 
repudiated by the courts, yet its per- 
sistent renewal serves still to add much 
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to the time and expense of proving the 
facts which the commission contempo- 
raneously verified. 


Difficulties Augmented by Burden 
of Proof 


From my experience in several capaci- 
ties, it has seemed to me that the diffi- 
culties and burdens of the valuing of 
public utility properties have been in- 
tensified, without clearly commensurate 
advantages to any one, by the well-inten- 
tioned efforts of legislatures to create 
obstacles to the increasing of rates and 
to the overturning of orders for rate 
reductions. The doctrine of burden of 
proof beyond a reasonable doubt was 
brought into this field by the courts, in 
first instance, as a restraint upon judicial 
interference with legislative acts as to 
rates. This barrier to judicial nullifica- 
tion of legislative reductions was intro- 
duced at a time when the burden of 
proof related more to the margin of 
return upon the amount of property 
(which then could usually be ascertained 
with comparative ease), than it did to 
the value of the property by which the 
margin of return might be gaged. The 
utility which sought relief from statu- 
tory rates had to prove, by a clear pre- 
ponderance of the evidence and beyond 
a fair-minded doubt, that the earnings 
under the rates would fail of adequacy 
and fail by such a substantial margin as 
to leave no fair prospect that the legis- 
lative prophesy had been erroneous. 

Since that time, the tendency of legis- 
lative policy has been to “shift” both 
the burden of proceeding and the burden 
of proof, so as not only to call upon the 
utility to proceed in first instance to 
justify the reasonableness of any in- 
creased rates sought by it, but also so 
as to compel the utility to proceed to 


defend and justify the reasonableness of 


its existing rates, even though they have 


been long in effect and may even have 
been fixed by the public authorities 
themselves. 

This legislative tampering with the 
incidence of the burden of proof has 
tended to put a premium upon the filing 
of unsupported complaints by public 
authorities, and also to add to the diff. 
culties of proof. In the city of New 
York, in the summer of 1923, the 
municipal administration then in office 
filed a complaint, in general terms, 
against the rates charged by a utility to 
its private consumers (other than the 
city). Substantially no facts were, or 
could have been, alleged to show that 
the rates complained of yielded to the 
company more than a reasonable return 
upon either the present value of the 
useful property or the amount of the 
investment therein. 

Hearings have gone forward as dili- 
gently as the preparation and proof of 
the voluminous inventories and ap- 
praisals permitted. The municipal ad- 
ministration which filed the complaint 
has never called to the stand a witness 
or offered in evidence an exhibit, to sus- 
tain its complaint. It never will do so, 
because it went out of office a year and 
a half after the complaint was filed. 
Yet the company has so far spent over 
$3,500,000 (exclusive of counsel fees) 
in defending existing rates, which the 
company had voluntarily reduced below 
maxima fixed by the commission itself; 
and all this expenditure of money and 
energy has had to take place, before 
anyone took the stand to say a word 
under oath against these rates. More- 
over, this tremendous outlay has only 
been to prove what everybody con- 
cerned knows perfectly well; namely, 
that the rates which the city sought to 
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reduce have yielded, and still yield, less 
than 6% return upon the investment. 

When the complainants against ex- 
isting rates were compelled to proceed 
with the proof of their charges of un- 
reasonableness, they commonly were 
able to, and did, simplify their processes 
of proof by availing themselves of the 
actions and records of the utility, and 
even of public officials, as having proba- 
tive force against the utility. For illus- 
tration: The very detailed annual and 
other reports, made by the utility, under 
oath of its officers, to the regulatory 
commission or to the taxing authorities, 
could be offered in evidence by the com- 
plainants or “studies” and exhibits pre- 
pared therefrom along lines consonant 
with the complainant’s theories, on the 
common-law ground that such reports 
were “admissions against interest,” on 
the part of the utility concerned. In 
this way, a large part of the facts in- 
volved in a rate litigation was quickly 
and compactly proved, by the com- 
plainants, in a manner and from sources 
which obviated controversy as to much 
except the really contested items. 

With the statutory change in the 
position of the burden of proof, how- 
ever, such actions, reports, and records 
are not generally deemed available, in 
behalf of the utility, to fulfil its burden 
of proof and prove generally its case. 
They are objected to as “self-serving 
declarations,” and this objection is com- 
monly sustained. Facts which formerly 
were proved with expedition and in a 
manner which virtually removed all ex- 
cept the controverted matters from the 


realm of disputation as to modes of 


proof, now have to be dealt with labori- 
ously and at great diversion of time and 
money. Advantage has thus been taken 
of the “shifting” of the burden of pro- 
ceeding and proof, to increase very 
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greatly the labor and expense of prov- 
ing the utility’s case in rate and valua- 
tion proceedings. This has been ac- 
complished, where it has been sought, 
principally (1) by taking a negative at- 
titude toward all or most of the evi- 
dence offered in behalf of the utilities; 
(2) by unlimited and largely inconse- 
quential cross-examination; and (3) by 
suspicion and indiscriminate vehemence 
toward every offer of proof in justifica- 
tion of the existing rates. 


Possible Ways of Narrowing the Con- 
troverted Issues 


There are important features of 
every rate case which ought not be con- 
troversial, for example: (1) the quan- 
tum of property, either inventoried in 
detail or entered in the fixed capital ac- 
counts in dollars; and (2) the actual 
operating expenditures and revenues 
during a given elapsed period. Inven- 
tories might well, in many or most in- 
stances, be made the joint work of in- 
terested parties and at joint expense, 
and statements of actual operating ex- 
penses ought to be produced readily, 
by either the public utility or by the 
commission. There rarely is real con- 
troversy as to what physical property a 
public utility actually has and uses; 
whatever disagreement there is could 
better be settled by conference of engi- 
neers or counsel, than by protracted 
testimony. Likewise, there are few 
items of operating expenses that are 
really open to controversy; the Uniform 
System of Accounts precludes any gen- 
eral onslaught on the reported and 
supervised costs; the issues might far 
better be narrowed speedily to the ac- 
tual points of disagreement. Schedules 
of inventories and of operating ex- 
penses, revenues, fixed capital accounts, 
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and so forth, could be filed with the 
commission or court and questioned only 
to the extent that exceptions thereto 
have been specifically taken, and as to 
such exceptions, the burden of proof 
ought to be upon the excepting party, 
as in most forms of litigation. 

An analogous plan of procedure 
could be worked out before commis- 
sions, under legislative provisions, and 
could also be worked out in court ac- 
tions by rule. [Illustrations of such a 
plan are furnished even in the very 
technical practice in New York State. 
Section 255-a of the Civil Practice Act 
provides that in any action involving the 
sale and delivery of goods, the plaintiff 
may, in a schedule attached to and form- 
ing part of his verified complaint, set 
forth and number the items of his claim 
and the reasonable value or agreed 
price of each: Thereupon the defen- 
dant by his verified answer must indi- 
cate specifically the items, if any, which 
he disputes in respect of delivery, rea- 
sonable value, or agreed price. Rule 
174 of the New York Rules of Civil 
Practice relating to references on ac- 
counts, provides that all parties account- 
ing before a referee shall bring in their 
accounts in the form of debtor and 
creditor, and verified by the accounting 
party, and the contest of the account 
shall be confined to the items or matters 
to which objections have been filed. 

Confiscation cases, as I pointed out 
in my prior article, are in a real sense 
akin to condemnation cases. In con- 
demnation cases, the burden rests upon 
the government of showing the amount 
of compensation which would be just 
for the property taken. In practice, 


however, the owner shares the onus 
with the government of proving to the 
court the just compensation to which he 
is entitled for the property taken. In 


confiscation cases, as well as in rate 
proceedings before the commission, 
there needs to be set up by the courts 


and the commissions, a more efficient. 


method of procedure by which the time 
of the court and litigants and the cost to 
the litigants of establishing and de. 
termining the facts could be saved. A 
start needs to be made. There have 
been a considerable number of these 
rate cases, and the administration of 
justice would be promoted if, before the 
commissions, inventories, and, to such 
extent as proves practicable in the par. 
ticular case, the pricing of the inven. 
toried properties, might be handled 
jointly among the public utilities, the 
commissions, and other interested par- 
ties designated by the commission, who 
would share the labor, responsibility, 
and cost, and if, before the courts, rules 
of procedure were adopted by which 
inventories and schedules of actual op- 
erations and of fixed capital charges 
would be litigated only to the extent 
that exception to them was filed and the 
excepting party sustained the excep- 
tions. 


Need for a More Simplified and Direc 
Procedure 


It will be noted that this article 
offers no ready or complete remedy for 
the difficulties which are sometimes en- 
countered in this field. I know of no 
such formula of solution, and would be 
surprised if any could be developed. 
The public service companies comprise 
many of the major industries of 
America. Theirs is a far-flung line of 
industrial advance. They serve directly 
the daily needs of practically every 
citizen. They furnish the indispensable 
services of power, heat, light, com- 
munication, and transportation. The 
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most deep-seated of competitive forces 
are to be found in this field; the strong- 
est considerations of self-interest and 
community rivalry are to be found on 
every hand. The problems which occur 
and recur in this close and constant 
economic relationship are always diff- 
cult and often delicate. They call for 
accommodation and adjustment, for 
reasonableness and forbearance, for 
common sense and patient realization 
that there are few panaceas. Those 
who would put the public service in a 
strait-jacket and compute all rates on 
a “cash-register,” have not begun to 
encompass the situation, as I see it. In 
other fields of industrial activity, the 
legislatures and courts have evolved no 
simple, empirical codes which have 
taken the human elements out of eco- 
nomic relationships. In other fields 
of judicial arbitrament, the law has 
evolved no formulae for computing 
damages, value, the extent and worth 
of tangible elements, the extent of 
intangible invasions of private rights. 
In a multitude of relationships, the law 
still permits fallible jurors and fallible 
judges to reach fallible conclusions, 
concerning the most complex of con- 
troversies concerning private property. 
Why the clamor for a _ mechanistic 
standardization in the utility field, which 
perhaps needs most to emphasize rea- 
sonableness, progress, and fair play? 
Changes in the point of view of 
public representatives and company ofh- 
cials may be at least as helpful and 


necessary as changes in formal pro- 


cedure. Given a mutual desire to ascer- 
tain the facts and a mutual willingness 
to abide by their consequences, direct 
and businesslike ways of finding them 
out must be within the range of the 
creative genius of the public officers, 
company executives, and counsel. 
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In many communities, progress has 
been made along certain lines whereby 
the amount and present value of public 
service properties are ascertained ami- 
cably and sensibly, by conference com- 
mittees of competent and public-minded 
experts, who report directly to public 
oficers and company executives. 

With the bonds and preferred stocks 
of public utility companies held by great 
numbers of men and women who also 
are customers or employees of the com- 
panies, and with all of the data collected 
by the regulatory and taxing authorities 


‘available as a starting point for con- 


sideration, it does not seem too much to 
hope that some day a more equable 
spirit will control the ascertainment of 
values and that millions of dollars of 
the money of taxpayers and consumers 
need not be wasted annually, in formal 
proof of facts which business men com- 
monly require their experts to establish 
to their satisfaction in a few hours or 
even a few minutes. 

Taxpayers and consumers are the 
real parties in interest, and there must 
be some similar way out, in fairness and 
common sense, for regulatory commis- 
sions, municipal officials, and company 
executives. I am of the present and 
personal opinion that a good deal of the 
“short-cuts” and the progress, in valua- 
tion matters, during the years immed- 
iately ahead, may be found along above- 
indicated lines of fair play, estoppel, 
and mutual consideration, rather than in 
the definite discarding of the ‘present 
value” concept or in drastic changing 
of the fundamental status of the private 
property engaged in public-service en- 
terprises. Procedural improvement, as 
to the modes of proving facts pertinent _ 
to business transactions, may reasonably 
be expected and should be insisted upon, 
in this as in other branches of the law. 
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THE PROBLEM OF THE ORIGIN OF SERFDOM 
IN THE ROMAN EMPIRE 


By MICHAEL ROSTOVTZEFF 


N a periodical devoted to the land 
question in general, both to the 
actual status of the problem and to 

its history, nobody would be surprised 
to find an article dealing with the prob- 
lem of serfdom. The colonate was the 
leading form of land tenure for cen- 
turies both in Europe and in the Near 
East; and some parts of Europe became 
rid of it quite recently. The colonate, 
in a form modified by socialism, might 
come up again. Who knows? We 
saw a beginning of it in Bolshevik Rus- 
sia, in the period of the militant com- 
munism. I have dealt with the question 
of the Roman colonate repeatedly: in 
many articles, in my German book 
Studien zur Geschichte des rémischen 
Kolonats, and recently in my Social and 
Economic History of the Roman Em- 
pire. Since the question has lately been 
taken up again by some American 
scholars,’ and a solution sug- 
gested which is not based on facts and 
does not take into account the historical 
evolution and which, therefore, I must 
reject, I find it appropriate briefly to 
state my views on the question again. 
The treatment of the question in this 
article is historical, and so it must be in 
all the books and articles devoted to 
this problem. 


I. Serfdom in the Orient and Greece 


Serfdom is an institution of social and 
economic life which was widely spread 


*Simkhovitch, in Political Science Quarterly, 
Vol. XXXI, 1916, pp. 201 ff.; and his pupil, R. 
Clausing, The Roman Colonate, 1925. 


over Europe in a not very remote past, 
and still persists both in the Orient and, 
in survivals, in some parts of eastern 
Europe, especially in Russia. It assumes 
various forms in various periods and 
countries, but its main aspect remains 
invariable. By serfdom is meant the 
situation of a person who is personally 
and legally free but is tied to his place 
of residence and to his work, a bondage 
which is recognized and protected by 
the state. In agricultural life the serf 
is not the owner of his land, and though 
bound to the parcel of land which he is 
tilling and to his place of residence, he 
might be deprived of this parcel by the 
will of his landlord, whoever he might 
be. In industry, serfdom appears more 
rarely but has the same peculiar fea- 
tures. The serf does not own his 
implements and his house, and is bound 
to his work. 

From the earliest times of which we 
have historical records, that is, since 
the beginnings of historical life, we meet 
serfdom as a recognized institution all 
over the civilized world. It is the base 
of the economic and political structure 
of many an Oriental monarchy (the 
best known is Egypt) ; it appears as an 
institution familiar to the Oriental and 
Greek city-state (Carthage, Sparta, 
Thessaly, the cities of the island of 
Crete, some Greek cities of Asia 
Minor) ; and it is not unknown to some 
tribal states, for instance, the Celtic and 
the Illyrian states. Of the origin of 
these various forms of serfdom we 
know very little, and what we are sup- 
posed to know and what is generally 
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taught is mere guesswork. It seems as 
if serfdom in the Oriental monarchy was 
the natural consequence of the peculiar 
social and political conditions which 
arose both in Egypt and Babylonia out 
of the necessity of a strict organization 
of agricultural labor for the mainte- 
nance and development of the prosper- 
ity of the country. State and religion 
are inseparable in the Oriental state, the 
king being the representative of the 
God on earth; and, therefore, the insti- 
tution of serfdom ultimately expresses 
the idea of the supreme rule of the God 
over man. This primarily religious 
aspect of serfdom, which implies the 
notion of the ownership by God of both 
the land and those who live on the land 
and who till it, is most evident in many, 
though not in all, temple- or priest-states 
where religious and political organiza- 
tion never become differentiated. Such 
states existed in rather large numbers 
all over the Orient until very late times. 
Sometimes, though incorporated in ‘a 
state of a different secular form, they 
nevertheless retained their peculiar so- 
cial and economic organization (for 
instance, the temple of Comana in the 
Pontus in the time of Strabo and many 
other temples in Asia Minor described 
by the same author). 

In the Oriental and Greek city-states 
the origin of serfdom is equally un- 
known. It seems as if in Carthage serf- 
dom, as far as it developed there, was 
based on the conquest of the native 
population by the Phenician conquer- 
ors. And this is the prevailing theory 
by which the origin of serfdom, as it 
existed in early times all over Greece 
and Greek Asia Minor, is commonly 
explained. The institution as such is 
comparatively well known since it per- 
sisted until late Hellenistic times in 
Sparta, in Thessaly, in Crete, and in 
some cities of Asia Minor and South 
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Russia. However, some scholars deny 
such an origin of serfdom in the Greek 
city-states and are inclined to ascribe 
its evolution to the gradual enslavement 
of the poor by the rich, a theory which 
to my mind is untenable. 

Equally unknown is the origin of serf- 
dom in the tribal states. Our historical 
tradition, which is not untrustworthy, 
ascribes the existence of serfdom in the 
Illyrian states of Dalmatia to the con- 
quest of early Thracian inhabitants by 
Illyrians. The same origin seems to 
be natural in Gaul where the Celts 
appeared as conquerors comparatively 
late, not before the sixth century, B.C. 
But everything in this question of 
origins is still darkness. 

However, serfdom persisted in the 
ancient world for centuries and cen- 
turies. In the Orient it was inherited, 
after the conquest of the Persian Em- 
pire by Alexander the Great, by the 
Hellenistic monarchs, and kept jealously 
by some of them, especially by the 
Ptolemies in Egypt. In Greece it 
lingered on in some of the Greek city- 
states. And yet in the enlightened 
atmosphere of the Greek life of the 
Hellenistic period serfdom as an institu- 
tion could not prosper and could not 
remain unchanged. In most of the city- 
states it was eliminated in one way or 
another and replaced by private prop- 
erty or transformed into relations of 
temporary short- or long-term leases. 
Instances are the activity of the Spartan 
kings Agis and Cleomenes and the free- 
dom given to serfs in the city of Hera- ~ 
clea on the Pontus. Even in most of 
the temple-states serfdom vanished, 
since many of the temples and temple 
territories were transformed by the 
Hellenistic rulers into cities and city 
territories. In Asia Minor and in 
Syria, serfdom persisted almost exclu- 
sively on the land owned by some 


) 
) 


200 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


temples and on the large estates of the 
kings, which were partly given away by 
them to their officers and officials. But 
even here it was regulated and modified, 
and subjected to some changes which 
restricted the rights of the landowners 
(including the state, that is, the king) 
and created some legal rights of the 
serfs. 

Best known is serfdom in its modern 
Hellenistic forms in Egypt. As far as 
land cultivation goes, the original serf- 
dom was treated practically as a form 
of land tenure which was given to the 
tillers of the soil without any definition 
of time, with the obligation of the tiller 
to work on the land and to pay a part 
of his produce to the owner of the land 
—the king. Other obligations (espe- 
cially compulsory work for the state) 
which lay on the peasants of Egypt in 
addition to the obligation of cultivating 
the land on specific conditions devised 
by the landowner, .were not confined to 
the peasants and were not connected 
with land tenure as such. They existed 
from time immemorial and were inher- 
ited by the Ptolemies from their prede- 
cessors, the former rulers of Egypt. 
One of the main features in the life of 
Egyptian peasants and artisans was, 
however, jealously kept by the Ptolemies 
and never reduced and restricted. I 
mean the rule that every peasant 
belongs to his place of residence 
(‘‘idia” in Greek, “origo” in Latin), is 
supposed to stay there and to perform 
his work. In its strict form, however, 
the rule was never observed even in 
Hellenistic Egypt. 

What the evolution of serfdom in 
Western Europe was during this same 
time we do not know. It persisted in 
Gaul, but the forms in which it existed 
are unknown. In Carthage it might 
have been used along with slavery for 
cultivating the large estates of the 


Phenician and half-Phenician aristoc- 
racy. In Italy, certainly, if serfdom 
really existed in Etruria, which seems 
to be an historical fact, and in Rome, 
which is more doubtful, it had the same 
tendency to disappear and to dissolve 
in private landownership and land ten- 
ure. Peasant-owners and peasant-ten- 
ants are the typical tillers of the soil all 
over Italy in the times of the formation 
and the blossom of the Italian federa- 
tion of cities and tribes under the leader- 
ship of Rome, as they were typical for 
all the city-states, especially in Greece, 
at the same period. 


II. The Early Roman Empire 


It is a well-known fact, which I have 
not to deal with here, that the Italian 
federation was gradually transformed 
into the Roman Empire in the second 
and first centuries B.c. Parallel to this 
transformation, the leading type of 
landownership assumed in Italy not the 
forms of small landownership or ten- 
ancy (the owner in this last case being 
either a private person or the state), 
but the forms of large landownership by 
absentee landlords who resided in the 
city of Rome or in the cities of Italy. 
There is nothing peculiar in this process. 
The same evolution is typical for all 
the lands where property in land was 
recognized and protected by state and 
law. We meet it both in Greece, in the 
Greek city-states, and in the Orient, in 
those parts of it where serfdom was not 
predominant but subsidiary (Mesopo- 
tamia, Syria, Palestine). The large 


estates of the Roman aristocracy were 
tilled mostly by gangs or groups of 
slaves (the most progressive types of 
estates concentrated on wine. and olive- 
oil production and on cattle breeding). 
On some of them, especially those with 
a poorer soil, the tillers were free ten- 
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ants, coloni, who rented the land from 
the landowners and paid a rent to them 
mostly in money. 

The transformation of the Roman 
State into a world Empire enriched 
enormously the ruling aristocracy of 
Rome, which included the more ener- 
getic and thrifty Roman citizens. The 
number and the sizes of the large estates 
grew constantly both in Italy and in the 
dominions of Rome, the provinces, that 
is, the former Greek city-states or 
Hellenistic monarchies, or even tribal 
states of Central and Western Europe. 
In some of the provinces the Roman 
capitalists owned estates which had been 
tilled by serfs before the Roman con- 
quest and which remained in this status 


after it. Most of their estates, how- | 


ever, were tilled as in Italy by slaves 
and tenants. The situation of the free 
peasants and tenants in Italy grew 
gradually worse. Constant wars and 
the growing fortunes and political in- 
fluence of the leading classes brought 
about the impoverishment of the peas- 
ants and made them dependent on the 
large landowners. Many free peasant- 
owners of their plots became tenants, 
and all the tenants were humble clients 
of the aristocrats and plutocrats of 
Rome, though they were at the same 
time politically (at least in theory) the 
masters of the Roman World Empire. 

This inconsistency led to the civil 
wars of the first century B.c. In these 
wars the proletariat of Italy—the peas- 
ants forming the armies of the 
ambitious men who fought for personal 
and for some other political aims—was 
fighting for a redistribution of property 
in land and for a reorganization of the 
social and economic life of Italy by 
which the economic situation of the 
masses of the population would not be 
in such an appalling contrast to their 
international and political status. How 


far this aim was achieved at the end of 
the civil wars is very difficult to say. 
About half a million proletarians re- 
ceived from the victorious leaders large 
plots of land for cultivation both in Italy 
and in some of the provinces. They 
formed after that time the leading and 
most influential part of the city-bour- 
geoisie of Italy and of the Romanized 
provinces. The land which they received 
was, of course, taken away from the 
former landowners, especially from the 
former city-bourgeoisie and from some 
members of the Roman aristocracy. 
Most of the dispossessed landowners, 
however, emigrated to the provinces, 
and in most cases they formed there the 
upper class of the population, thus creat- 
ing in the Western provinces a well- 
to-do bourgeoisie of Roman citizens who 
took up their residence in the newly 
created urban centers of life. 

The main phenomenon which was 
brought about by the civil wars was 
therefore not a further proletarization 
of the masses of the Italian population, 
which, as a matter of fact, was stopped 
by the civil wars, but a transformation 
of considerable numbers of proletarians 
into well-to-do landowners. The middle 
class of city residents was never so 
strong and numerous in Italy and in the 
Romanized and Hellenized provinces 
as it was after the civil wars. No won- 
der that Augustus based his reform of 
the Roman Empire on this partly new, 
partly old city-bourgeoisie made up of 
the Roman citizens both of Italy and of 
the provinces. Most of the members 
of this city-bourgeois class were not 
peasants, but landowners. Probably 
very few of them tilled the soil of their 
landed property with their own hands. 
The labor employed on their land, 
which was managed according to the 
scientific methods of Hellenistic agricul- 
ture, was slave labor, as is shown by the 
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investigations of the ruins of Pompeii, 
especially the villas near Pompeii (the 
so-called villae rusticae). Some parcels 
of the larger estates were let to tenants, 
who often combined husbandry on their 
own land with husbandry on the land 
leased from the city-landowners (for 
instance, the ‘“coloni’” of Horace). 
Along with these medium-sized estates 
of the city-bourgeoisie, large estates of 
the aristocracy and plutocracy of Rome 
still existed and were managed in the 
same way as before, that is, by means 
of slaves and tenants. New-rich of the 
type of well-known Trimalchio, the hero 
of the novel of Petronius, sometimes 
rivaled the Roman senatorial and eques- 
trian aristocracy and the favorites of 
the emperors in the volume of their 
fortunes and the extent of their estates. 
Thus in the early Roman Empire the 
class of humble tenants of absentee land- 
lords had not disappeared completely 
but was no more so prominent, at least 
in Italy, as it had been in the first cen- 
tury B.c. Replaced by slaves, large 
numbers of tenants emigrated to the 
provinces, where they mostly formed a 
part of the city-bourgeoisie, which con- 
stantly grew in numbers with the grad- 
ual urbanization of both the western 
and eastern provinces of Rome. How 
these emigrants organized their eco- 
nomic life we do not know. It is prob- 
able, however, that in exceptional cases 
only they would work the land with 
their own hands. Abundant labor was 
supplied both by the natives and the 
slaves. 

It is evident that the early Roman 
Empire with its economic structure as 
described above was not favorable to 
serfdom and to its maintenance and 
development. It was based on private 
property; and serfdom, where it still 
existed, appears as a mere survival. In 
fact, serfdom in a modernized form still 


was the leading economic and social fea- 
ture of the life in Egypt where it existed 
on imperial and state lands along with 
the development of a class of private 
landowners. It assumed, however, much 
milder and much more modern forms 
even in comparison with its Ptolemaic 
organization. This gradual transfor- 
mation was no doubt due to the influence 
of Roman law and Roman administra- 
tive practice. The same must be said 
of the imperial domains and the temple 
lands in the East. How far serfdom 
survived in what had been formerly the 
Carthaginian African state we do not 
know. It might have left some traces 
in the organization of the relations 
between the new landowners of Africa 
and the old inhabitants who, as tenants, 
tilled the soil of their new masters. 
Still less is known of the conditions in 
which lived the clients of the Gallic 
landowners, the last being now to a 
large extent immigrants from Italy. The 
most natural assumption is that the tra- 
dition of serfdom survived in some of 
the devices by which the relations of 
landowners to their tenants were regu- 
lated. 

The early Roman Empire both in the 
West and in the East was a blessed time 
for the development of cities and of the 
city-bourgeoisie. New cities and new 
groups of city-bourgeoisie sprang up 
all over the Roman Empire in scores 
and perhaps in hundreds. New lands 
were made accessible for cultivation and 
new possibilities for applying the meth- 
ods of scientific agriculture were opened. 
It reminds one of the early days of 
the United States of America and of 
the activity of the French colonists in 
Tunisia and Algeria. The government, 
based as it was on city-bourgeoisie, fos- 
tered this movement. The emperors 
looked with suspicion on the magnates 
and nabobs, especially the members of 
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the Republican aristocracy, and ruth- 
lessly exterminated them. They pre- 
ferred large fortunes to grow up in the 
provinces and to be in the hands of 
the municipal aristocracy. Hence their 
ruthless persecution of the rich and 
aristocratic families of Rome and Italy 
and a far-reaching confiscation of their 
landed property. By the second cen- 
tury A.D., land in the Roman Empire 
was owned either by the emperors (that 
is, the state) or by members of the 
municipal bourgeosie. In some places, 
like some parts of Italy, Thrace, Syria, 
and Palestine, free peasant-landowners 
formed the largest landowning class. 
Cities in these places were rare and the 
city-bourgeoisie not very numerous. 


III, Period of the Enlightened Mon- 
archy—The Crisis of the Third 
Century and the Renaissance 


of Serfdom 


The evolution which began in the first 
century A.D. with Augustus reached its 
climax in the second century, the time of 
the enlightened constitutional monarchy 
of the Antonines. The Roman Empire 
reached its natural frontiers in the west, 
in the south, and to a certain extent in 
the north. In the northeast and south- 
east it faced the large groups of Ger- 
mans and Iranians which it was not able 
to assimilate. Along with the city life 
the notion of private property in land 
penetrated to the remotest corners of 
the Roman Empire. City life and serf- 
dom were in the last item incompatible, 
and in the city territories the last 
remainders of serfdom gradually dis- 
appeared. The ultimate refuges of 
serfdom were some of the imperial 
domains in the East (including Egypt) 
and a few temple territories. 

With the arrest of the expansion of 
the Roman Empire a grave economic 


question arose, the question of provid- 
ing labor for scientific and capitalistic 
agriculture. The tendency towards 
concentration of landed property in the 
hands of capitalists and city residents 
could not be stopped. The economic 
evolution of a prosperous world Empire 
based on private property tended natu- 
rally towards capitalism, and the best 
(that is, the safest) investment of cap- 
ital was in landed property. But where 
could one get labor for the private 
estates? In the peaceful times of the 
Roman Empire, with its thoroughly 
civilized life, slavery could not provide 
labor both for domestic life and industry 
and for agriculture. The influx of 
slaves from abroad became slow, and in 
the enlightened atmosphere of the 
Antonines no slavery could originate in 
the civil relations inside of the Roman 
Empire. Nay, the emperors did their 
best to facilitate manumission of slaves 
and to transform the largest possible 
numbers of slaves into free residents of 
the Roman Empire. 

The only substitute for slavery was 
either hired free labor or tenants. Both 
were used extensively. However, the 
supply of hired labor being insecure, 
since transportation was very slow and 
difficult, the easiest way was to let out 
land to tenants, coloni, on various 
terms: short-term leases, leases without 
term or on a more or less long term, 
and emphyteutic leases—virgin or waste 
land let to those who were ready to 
transform it into gardens and fields and 
to keep it for an indefinite time, with 
the obligation of paying a moderate 
rent. The rent was paid either in money 
or in kind according to circumstances. 
In the hands of the tenants scientific 
management of the land was rather an 
exception. Scientific management re- 
quires capital (that is, good inventory, 
abundance of labor and cattle), and this 
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was what most of the tenants lacked, 
since they were men who were not able 
to find a more profitable occupation, 
open to everybody. Capital was often 
supplied by the landowners, but rarely 
with success. The prevailing system 
was lease without term or leases re- 
newed almost mechanically from term 
to term. On the imperial lands emphy- 
teutic land tenure was largely used. 

Tenants who lived generation after 
generation on the same parcel of land 
formed close relations with the land- 
owners, the landowners being their nat- 
ural protectors and mastérs, the tenants 
being the humble clients of the land- 
owners. Frequently the tenants of 
today were the slaves of yesterday. On 
the imperial lands the tenants regarded 
themselves as clients of the emperor 
himself, “their own folk.” Such rela- 
tions are natural and have nothing to 
do with serfdom, that is, a formal 
bondage to the soil. The tenants were 
free to leave their parcels at any time, 
provided that they were able to find 
another place in which to live and to 
work. Naturally they did not desire 
such a change as they grew more and 
more used to their place of residence, 
their house, their neighbors, and their 
masters. But when they grew angry 
they threatened the master, be it even 
the emperor, that if the conditions of 
their life were not changed they would 
quit and look for another place of 
residence. And they certainly carried 
out their threats frequently. 

The tenants of the second and third 
centuries A.D. were, therefore, free men 
protected by Roman civil law and by 
the administration of the Empire. We 
must not forget how much Roman law 
and the emperors did just for the weak 
against the strong, for the humiliores 
against the potentiores. The tenants 


were, of course, often cheated or re- 


garded themselves as cheated, but in 
the main Roman civil law never dis. 
criminated between rich and poor and 
was rather inclined to turn the balance 
in favor of the poor. Economic evolu- 
tion was also favorable to the tenants, 
The supply of labor was scanty and the 
landowners needed good tenants much 
more than the tenants needed any land. 
lord. Unemployment was not a phe. 
nomenon typical of the early Roman 
Empire. 

Such was the situation in the Roman 
Empire as late as the first half of the 
third century A.D., as is proved by 
scores of documents. And yet when we 
skip a period of less than 50 years, 
from the end of the dynasty of the 
Severi to the time of Diocletian and 
Constantine—what a change! We hear 
very little of free tenants and free peas- 
ants. The typical tiller of the soil both 
on the imperial estates and on the large 
estates of the rich landowners, as well 
as on the estates either assigned to the 
cities or held by the municipal bour- 
geoisie, is still a colonus, that is, a ten- 
ant; but he is no more free. He is 
bound to the soil, to his parcel of land 
and to his house; and this bondage, 
which is not far from slavery, is eff- 
ciently protected by law and govern- 
ment. How can we account for such 
a change? 

The prevailing theory says that it 
was a natural development from the 
conditions of the second century. A 
long-term tenant might at any time 
become a serf, that is, might be enslaved 
by legal means by a rich and influential 
landowner; and this natural evolution 
was just what had happened in the 
little-known 50 years of the dark third 
century A.D. Those who advocate 
such a theory are not aware that the 
change was an enormous one. It was 
practically a change from liberty to 
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slavery, and to this change the govern- 
ment had given its sanction. No gov- 
ernment could give its sanction to such 
a change unless there was bitter neces- 
sity for doing so. By normal evolu- 
tion such a change could not be effected; 
it could only have been prepared. By 
preparation I mean the existence of a 
class of humble tenants who for the 
most part lived on the estates of the 
emperor and of the rich landowners for 
generations. However, a catastrophe 
must have intervened for transforming 
legally in such a short time millions of 
free agriculturists, many of them and 
later all of them citizens of Rome, into 
half-slaves bound to their master, be it 
the state or a private landowner. 

In quite recent times some scholars 
have suggested that the catastrophe 
which brought about such a change was 
neither political nor social; it was a nat- 
ural one. It was the exhaustion of the 
soil, which was suddenly realized in the 
third century, that forced the govern- 
ment to use compulsion for retaining 
tillers of the soil on their parcels which 
had become practically sterile. Such an 
explanation in no way harmonizes with 
ascertained facts. Never in the second 
century did the people complain of any 
exhaustion of soil. And how could the 
soil of such provinces as Africa, Spain, 
Gaul, the Danube lands, and so forth, 
have been exhausted in a very short 
time by systematic agricultural exploita- 
tion with the help of refined devices 
of scientific agriculture? The soil of 
Egypt and of Mesopotamia is inexhaus- 
tible in any way, provided that mea- 
sures are taken for regulating the yearly 
floods of the rivers. The alluvial soil 
of these lands, if duly watered and care- 


fully managed, yields abundant har- 


vests. 
A catastrophe certainly came about 
and changed the aspect of the Roman 


Empire, but it was not due to nature. 
It was created by the conscious and sub- 
conscious activity of men. Let us state 
the facts. In the third century general 
misery descended upon the Roman 
Empire. All over the Roman Empire, 
not only in Italy and Greece, large tracts 
of cultivable land lay waste and untilled. 
In Egypt the system of dykes and canals 
was neglected, and without it the land 
was doomed. The same is true of the 
works of irrigation in Africa, Spain, 
Asia Minor, the Syrian lands. These 
systems of irrigation, so essential for 


the conditions of agriculture in the 


south, had been created by men and 
were gradually improved by them. Now 
they became neglected and the result 
was waste land, the desert advancing 
again and conquering one field and one 
garden after another. This neglect was 
not due to the exhaustion of the soil. The 
soil of Egypt, provided that the Nile 
does its work—and it very seldom fails 
to do so—is inexhaustible ; but men must 
help nature. Here, as in other places, 
it-was this help that failed. Disorgani- 
zation and lack of labor made the rich 
fields of the past waste and desolate. 
And for explaining the gradual deser- 
tion of formerly fertile land we must 
first account for this lack and disorgan- 
ization of labor, which, after all, is the 
main foundation of human society in 
general. 

I have given the explanation of this 
disorganization of labor in another 
place.2 If I may summarize this ex- 
planation, it was the direct result of a 
lasting social and political revolution 
which shattered the foundations of the 
Roman Empire in the third century. In 
the last analysis this revolution was an 
elemental fight of the tenants and peas- 
ants against the city bourgeoisie, a 

*In my book on the Roman Empire, quoted in 
the first paragraph of this article. 
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struggle which had been prepared by 
centuries of evolution in the ancient 
world. The exponent of the hatred of 
the lower classes against the upper was 
the army and its leaders—the emperors 
appointed by the army. In the turmoil 
of this mad struggle, chaotic and illog- 
ical as such struggles always are, the 
fabric of the Roman Empire went to 
pieces, and first of all the highly sensi- 
tive machine of the finely developed 
economic life of the Roman Empire dis- 
integrated. Civil war provoked foreign 
wars, and in their trail came pillage, 
devastation, famine and plague. The 
sea was in the hands of pirates, the 
land roads were infested by brigands. 
And no rest was given to the unhappy 
population. Emperor after emperor 
was killed in the internecine war, and 
every new spasm of it invited the Ger- 
mans and the Iranians to renew their 
attacks and their devastations, after 
which famines and plagues, robbery 
and murder, followed with the regular- 
ity of a natural phenomenon. And last 
but not least, civil war required wealth, 
and the emperors instead of protecting 
the Empire were the first organized 
robbers of it. Force and compulsion 
were their weapons. 

No wonder that the population of the 
Empire became utterly demoralized and 
disorganized—first and foremost in its 
economic activity and in its reproduc- 
tion. Work was given up: it was of 
no use to work with no stability and no 
hope. Children were not reared, or 
if reared, were not cared for and edu- 
cated. No wonder that in such condi- 
tions the best land lay waste and depop- 
- ulation was the leading phenomenon of 
life. Productive work was done by the 
masses for a large army of greedy 
drones. To these drones belonged also 
the absentee landlords, themselves hard 
pressed by the disorganization and vio- 


lence of the times. It is only natural 
that these masses became discouraged 
and would have stopped working alto. 
gether were it not for the necessity of 
maintaining one’s own life and the life 
of one’s family. When the Empire, 
after 50 years of such life—and we 
know what 50 years might mean, we 
who lived through the World War and 
the acute social revolution of Russia— 
came to its senses, it lay practically in 
ruins. The bourgeoisie was decimated 
and utterly demoralized; the worst ele- 
ment only had survived. Labor both in 
the cities and in the country was scarce 
and completely out of balance. Agri- 
cultural production, industry, and com. 
merce were not able to supply the neces- 
sities of life. No goods came on the 
market, and, therefore, the period was 
characterized by enormous and ever- 
fluctuating prices. 

For the government, after the crisis 
was over, the only two ways out of the 
terrible dilemma which stood before it 
were either to let the Empire alone and 
give it time for recovery while helping 
the laboring classes as the Antonines 
had done, and protecting them against 
the drones, or to use force and compul- 
sion and to start again, by these means, 
the economic machine. Was it possible 
for the state to take the first way? No 
doubt the process was a slow one, and 
the needs of the Empire were pressing. 
In any case the state chose the second 
path. It took the conditions created 
by force and compulsion for granted and 
gradually legalized them. The popula- 
tion of the Empire was driven back to 
normality by cudgels. The state en- 
slaved the whole population: the aris- 
tocracy and the city bourgeoisie, the 
laborers, the artisans and the shop- 
owners, the landowners and the tenants, 
the officers and the officials, the mer- 
chants and the shop assistants, the ship- 
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owners and the sailors all alike. The 
bondage, the serfdom in agricultural 
life, was only one side of the picture, 
though, of course, in the primitive con- 
ditions of the time, the most important. 
It is probable that in regulating the 
relations of the state and of the land- 
owners to the new serfs the government 
used the devices which still had survived 
in the few islands of bondage and serf- 
dom. 

How did the Roman population allow 
the government to perform such an 
operation on it? Do not forget that 
relative quiet came after years of storm, 
that generations both of rulers and of 
subjects grew up in the atmosphere of 
violence, murders, compulsion, robbery! 
There were generations that had never 
seen IO consecutive years of peace, 
and nobody had lived even for a few 
months in the normal air of legality and 
honesty. Force and violence were both 
the motto and the practice. Law and 
order were dreams. Besides, by a long 
evolution, by long years of quiet life and 
of complete subjection to the central 
power, the population of the Roman 
Empire had lost the habit of self-help 
and initiative, and had become accus- 
tomed to be ruled and to be directed. 


It was no wonder then that in such con- 
ditions as these the residents of the 
Roman Empire had no force of resis- 
tance left and submitted blindly, though 
reluctantly, to the reforms of Diocle- 
tian and Constantine, or rather to their 
administrative practice, especially in the 
field of taxation, which gradually 
assumed the form of special local regu- 
lations developing finally into more or 
less general legislation. 

Such is the origin of the revival of 
serfdom in the ancient world. It came 
back again and came to stay. No nor- 
mal evolution alone can account for such 
a revival. No natural causes can explain 
it. The explanation lies in the activity 
of men, in their complex psychology. Is 
an elemental outbreak of the spirit of 
destruction, which is a social revolution, 
also a necessity, an elemental force? Or 
may men foresee such an outbreak and 
prevent it? Who knows? In any case 
the Roman colonate of the late Roman 
Empire with its slavery and degradation 
was the legitimate child of the social 
revolution of the third century A.D., 
which was prepared, of course, by the 
long centuries of evolution in the Helle- 
nistic period and in the early Roman 
Empire. 
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RENT AND INTEREST AS SHARES 
IN THE PRODUCT OF ENTERPRISE 


By WILLFORD I. KING 


NE of the most fundamental 
parts of every text-book on eco- 
nomics is a section dealing with 

the distribution of the value product of 
enterprise. The treatment ordinarily 
accorded to this topic seems to have 
been influenced unduly by the historical 
antecedents of the theory of distribu- 
tion. The classical school of English 
economists, to whom we are indebted for 
so much that is worth while in economic 
theory, drew a large proportion of their 
illustrations and based many of their 
principles upon the situation prevailing 
in British agriculture at the time when 
they wrote. For this reason, the typical 
farmer was pictured as renting his land 
from a landlord, as hiring much of his 
labor, but as owning his machinery, and, 
in many cases, the buildings on the land. 
While this picture was doubtless accu- 
rate for England, it has not been gen- 
erally applicable to the United States. 
Nevertheless, it probably is responsible 
for the view so widely held by orthodox 
economists that rent is associated with 
land, and with land only, and that re- 
wards paid for the uses of other types 
of property are not bona-fide economic 
rents, but merely quasi-rents. 


Classical Theory of Distribution 


According to early classical theory, 
when the costs of materials, wages and 
salaries, and land rent were subtracted 
from the total value of the produce of 
the land, the remainder represented the 
profits of the owner. Soon, however, the 
fact was pointed out that profits were 


not homogeneous, but might well be 
divided into several parts, according to 
their respective origins. It was observed 
that a farmer of limited means could 
increase his output by borrowing money 
from others and purchasing additional 
live stock, machinery, fertilizer, or land. 
In such cases, however, he had to pay 
out a certain part of his gross profits as 
interest on his loan. A _ wealthier 
farmer, however, might, without bor. 
rowing, have sufficient funds to equip his 
farm equally well and secure a product 
of like value. He would have to pay no 
interest, and hence his profits would be 
increased by the amount the other paid 
for the loan. Clearly, then, profits and 
interest were closely tied up together. 
It seemed perfectly logical, therefore, 
in analyzing the distribution of the gross 
receipts, to assume that part of the re- 
turn should be ascribed to the capital 
invested in the enterprise and part to 
the efforts of the entrepreneur. Since 
the English farmer’s capital was in- 
vested in improvements and equipment 
rather than in the land itself, the residue 
left after the farmer had paid for the 
materials purchased, wages for the labor 
hired, and rent of the land, was assumed 
to consist of three parts: (1) interest, 
(2) a wage to pay for the farmer’s own 
efforts, and (3) such chance gains as 
might accrue through market changes. 
The interest charge thus arrived at was 
itself subdivided into interest paid on 
loans and interest imputed to the farm- 
er’s investment in improvements and 
equipment. 

This line of reasoning was carried 
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over from the English farm situation 
and taken as a basis for the general the- 
ory of distribution. As a result, the 
orthodox text-book of the present day 
is likely to divide the net product of in- 
dustry into four parts, and the student 
is told that rent is paid for the services 
of land, wages are the recompense of 
labor, interest is the reward for the 
services of “capital goods,” and the 
residue, called profits, goes to compen- 
sate the entrepreneur for his efforts and 
his risk. ‘Capital goods,” which, in 
turn, are defined as “‘the products of past 
industry used in the further production 
of social wealth,” include buildings, ma- 
chines, tools, live stock, and other equip- 
ment used in the conduct of the enter- 
prise. 

According to this analysis, interest is 
coupled indissolubly with that particular 
class of physical objects which, in exist- 
ing parlance, are usually called “capital 
goods,” but which may more logically 
be termed intermediate or transition 
goods. There seems, however, to be no 
particular reason for this association ex- 
cept the observed fact, peculiar to 
British agriculture, that the farmer com- 
monly borrowed money to buy equip- 
ment, and hence that the larger part of 
his interest payments went for this type 
of loans. 

While there are other economic fal- 
lacies that have, perhaps, become more 
ingrained in the popular mind, it is prob- 
able that this particular one has imbed- 
ded itself more firmly than any other in 
accepted economic theory. Some of the 
most painstaking works on the theory of 
interest have dealt almost entirely with 
interest imputed to this class of goods, 
and have dismissed as almost irrelevant 
interest actually paid for money loans. 
The truth is, however, that the entre- 
preneur borrows money or invests his 
own capital not merely in transition 


goods, but also in land, power, wages, 
and salaries. Since he may borrow for 
any of these purposes, there appears to 
be no more logic in connecting the in- 
terest rate with the supply of intermedi- 
ate or “capital” goods than with the 
supply of land or of labor. An increase 
in the supply of transition goods will, 
of course, depress the rate of reward 
which will be paid for their use, but 
there is no reason to assume that such 
a fall in rents is likely to produce a 
corresponding fall in interest rates. The 
existence of any such correlation has, at 
any rate, not been established. 


Nature of Payments of Rent 


It is not; however, the purpose of this 
article to discuss the theory of interest, 
but the facts just mentioned will perhaps 
make clear the origin of the ideas of im- 
puted interest and imputed rent that 
have tangled up the entire theory of dis- 
tribution. Names do not matter, and it 
may be desirable to confine the term 
“economic rent’’ exclusively to payments 
for the use of gifts of nature. It is, 
however, essential that different con- 
cepts be clearly distinguished, and that 
unlike categories be not confused by giv- 
ing to them identical titles. The out- 
standing fact which it is desired to em- 
phasize at this point is that payments 
for the services of physical objects are 
all very similar and form a category en- 


tirely distinct from payments for money 


loans. For once, the man on the street 
is right when he refuses to distinguish 
between payments for the use of land 
and payments for the use of buildings, 
and calls them all by a common term. 
As to whether his practice in naming 
this concept “rent” is or is not to be fol- 
lowed, is, after all, a matter of but 
minor moment. 

Payments for the services of inani- 
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mate objects are much more akin to 
payments for the services of human be- 
ings (commonly called wages or sala- 
ries), than ‘they are to payments for 
money loans (known as interest). Every 
service-reward is paid for the use of 
some object for a given period of time. 
Rents are not dependent upon the value 
of the object rendering the service; in- 
deed, the value itself is merely a deriva- 
tive from the service-rewards, being the 
present worth of all such rewards or 
rents expected in the future. Interest 
payments, on the other hand, invariably 
presuppose an agreement between bor- 
rower and lender as to value and are 
always calculated as a percentage of the 
face of the loan. 

Since the loans for which interest is 
paid may be used as frequently for the 
purpose of purchasing land, or of hiring 
laborers, as for buying transition goods, 
interest may as well be imputed to the 
value of land owned as to the value of 
any other property used in the operation 
of an enterprise. It is, then, illogical to 
attempt to divide the net value product 
of enterprise into the four categories: 
rent, imputed interest, payments to 
labor, and profits—for interest, if im- 
puted correctly, must necessarily overlap 
on the other fields. 


Divisions of National Income 


The concept of income received dif- 
fers, however, from that of value pro- 
duced; here it is perfectly logical, in 
computing the current income of a group 
of people (as, for example, the inhabi- 
tants of the United States) to ascertain 
the total amount of such income received 
by adding together wages, salaries, con- 
tract rent, interest on money loaned, 
dividends, and individual profits with- 
drawn from business. In this manner 
of calculating the results of distribution, 


there is no overlapping; for none of the 
items are imputed. All represent actual 
receipts. 

It is equally logical to divide the in. 
come of the people of the United States, 
partly on the basis of imputation, into 
the following shares: 


1. Rewards for the services of human be- 
ings. 

2. Rewards paid for the services of natural 
resources and such improvements as 
are inextricably entangled with the 
natural resources. (These are what 
orthodox economists call “economic 
rent.” ) 

3. Rewards for the services of all intermedi- 
ate or transition goods. The fact should 
be noted that this reward is, in its na- 
ture, practically identical with the rent 
paid for the services of land and other 
natural resources, and involves no as- 
sumptions concerning the value of these 
goods. 


4. The residuum, commonly called profits, 
made up of imputed wages for en. 
trepreneurs, payments for risks carried 
by the entrepreneur, monopoly gains, 
and fortuitous gains or losses. 


Either of the above classifications of 
the value product is logical when taken 
by itself, but the two cannot be com- 
pounded without destroying the accu. 
racy of the analysis. 

Although, as has been pointed out, 
the erroneous use of the idea of imputed 
interest has seriously confused the eco- 
nomic reasoning of the day, it does not 
follow that the imputation. of interest is 
always to be condemned. For certain 
accounting purposes, it is both logical 
and desirable to figure imputed interest 
on the investment. The fact not com- 
monly recognized, however, is that there 
are just as many instances in which it is 
desirable to impute rent? instead of it 
terest. Whether or not one should use 


1The term “rent” is here used to cover all re- 
wards for the services of physical objects. 
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imputed rent instead of imputed interest 
depends wholly upon the nature of the 
question that is to be answered. 


Defining the Problem 


The first essential in every scientific 
inquiry is to define the problem with a 
high degree of accuracy. Far too fre- 
quently a tremendous amount of time is 
wasted in the futile attempt to obtain an 
allembracing answer applicable to a 
number of different questions. Obvi- 
ously, this is a hopeless task. The cor- 
rect procedure is to find the answer to 
each question independently. 

By applying this principle, it will be 
found that many of the problems of dis- 
tribution which have puzzled econo- 
mists will disappear. There has, for ex- 
ample, been much dissension among 
writers concerning the correct method 
of figuring cost of production, or of cal- 
culating the “labor income” of farmers. 
Most of the disputants have assumed 
that there existed one, and only one, cor- 
rect way of making the calculation. The 
truth seems to be that there are a num- 
ber of equally accurate apportionments, 
each of which is adapted for solving 
some particular problem. 

While there is, of course, no end to 
the variety of problems for which solu- 
tions may be sought, the following types 
are among those commonly brought up 
for discussion. A consideration of these 
will doubtless point the way to the cor- 
rect method of solving other problems 
of a slightly different nature. _ 

Let us consider the case of the farmer, 
scanning his accounts for two years, to 
see whether or not he was wise in en- 
gaging in his present farming enterprise. 
What would be the questions that would 
apply to his situation? 


A. Questions in which speculative gains 
and operating profits are not separated: 


1. After allowing for interest on his 
investment, what return did the 
farmer get for his time and effort 
in each of the two years? 

2. If the farmer had hired out as an 
employee, would he have made as 
high a rate on his capital as he did 
by farming? 

3. Did the farmer, by investing in the 
farm and operating it, make any 
net profit over and above a fair 
rate of interest on his investment 
and a reasonable wage for his 
services ? 


B. Questions in which speculative gains 
and operating profits are separated: 

1. How much did the farmer make as 
a speculator, and what was his 
return for his mental and physical 
labor in operating the farm? 

2. When speculative gains are left out 
of consideration, did the farmer 
make any actual profit from the 
operations of the farm? 


C. Questions relating to production costs: 


1. What was the cost of producing a 
bushel of wheat in 1921, as com- 
pared with the cost in 1920, on 
the same farm and by the same 
farmer? 


In order to put these problems in con- 
crete form and clarify the reasoning in- 
volved, let us suppose that we are deal- 
ing with a Dakota wheat farm, the facts 
concerning the purchase of which are 
given in Table I. 


I. AssumMeD Facts OF PURCHASE 
or Dakota FARM 


Vel 
interest 
Charge 


$32,000 |$12,000 6% $1,200 


8% 160 
$1,360 


This study will cover the years 1920 
and 1921, and we will suppose that the 
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same farmer operated the farm in each 
year. We will also assume that the im- 
provements made on the farm were just 
sufficient to offset the amount of physical 
depreciation in the property, and that, 
from the physical standpoint, the inven- 
tory of buildings, live stock, machinery, 
and other equipment was practically the 
same on January 1 of each of the years 
1920, 1921, and 1922. 

Throughout the two-year period, the 
value of farm land and equipment was 
falling, fair prices at the beginning of 
each year being as given in Table II. 


II. Vatues or LANp AND EQuIp- 
MENT, 1920-1922 


PUBLIC UTILITY ECONOMICS 


get for his time and effort in each of the two 
years? 


The way that this question is put in. 
dicates that the farmer has in mind a 
definite rate of interest that he could 
obtain on his money. Let us suppose 
that he had contemplated, as an alter. 
native, putting his money into a mort- 
gage on which he could have received 
6%. He had had, however, no very 
definite idea of the wage that he could 
earn if he worked as an employee, 
Hence, he made no attempt to separate 
this item from the rest of his gains, 
Neither did he differentiate between 
profits made as a speculator in farm land 
and equipment, and profits accruing 
through the operation of the farm, 


Item Jan. 1, 1920 | Jan. 1, 1921 | Jan. 1, 1922 
$32,000 | $30,000 | $26,000 
Farm equipment...} 4,000 3,000 3,000 
$36,000 | $33,000 | $29,000 


The net money proceeds from the op- 
erations for the years 1920 and 1921 
were as given in Table III. 


Conclusions from Inquiry 


With these assumed facts, we shall 
now consider the answers that should be 
given to the various questions asked. 


III. INcomME AND EXPENDITURES, 


1920-1921 
Pew 
Item 1920 1921 
Crop value... $3,000 $2,800 
Interest... .| $1,360 $1,360 | 
ages..... 600 400 
Miscella- 
neous ex- 
penses..... 540 | 2,500 340 | 2,100 
$ 500 $ 700 


Question 1. After allowing for interest 
on his investment, what return did the farmer 


From this point of view, the farmer 
would, therefore, be justified in saying 
that, after paying for the use of the bor. 
rowed money and for the actual money 
spent for operating expenses, he had 
only $500 left in 1920 and $700 left in 
1921, while if he had put out at 6% 
the $14,000 cash which he invested in 
the farm and its equipment, he could 
have obtained $840 each year without 
doing any work. On this basis of calcu- 
lation, the farmer and his family re. 
ceived for their efforts $340 less than 
nothing in 1920 and $140 less than 
nothing in 1921. These answers are cor- 
rect, for they fulfil the conditions of 
the problem. This does not mean, how- 

’ ever, that they answer the other ques- 
tions asked. 


QUESTION 2. If the farmer had hired out 
as an employee, would he have made as high 
a rate on his capital as he did by farming? 


The farmer who propounds this ques 
tion in the form given does not have in 
mind a definite rate of interest which he 
could have obtained for his money had 
he invested it in some other way than in 
the purchase of a farm, but he does 
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know of a chance of employment for 
himself and his son which would have 
netted the family $1,400 per year. With 
this fact in mind, he inquires, not con- 
cerning the reward for the efforts of 
himself and family, but, instead, for the 
rate of return that he has made on his 
investment. The first farmer imputed 
interest to his investment. This farmer, 
on the other hand, imputes wages to 
himself and son. One point of view is 
just as correct as the other. The two 
questions simply mean that the same sit- 
uation may be looked at from different 
angles. On the basis of the second farm- 
er’s way of looking at the problem, the 
solution is obtained thus: His excess of 
receipts over expenditures was only 
$500 in 1920, while he could have made 
$1,400 for his labor. In other words, 
his capital yielded him $900 less than 
nothing, and $900 on the basis of a 
$14,000 investment gives a net loss of 
6.4%. Similarly, in 1921, his capital 
yielded a deficit of $700, or a loss of 
5% of his principal. 


QuEsTION 3. Did the farmer, by invest- 
ing in the farm and operating it, make any net 
profit over and above a fair rate of interest 
on his investment and a reasonable wage for 
his services? 


In the third question, as just stated, 
the farmer takes a point of view slightly 
different from either of the preceding. 
In this instance, he assumes that he had 
a definite opportunity both to invest 
his $14,000 at 6% and to obtain em- 
ployment for himself and son at a com- 
bined wage of $1,400 per year. Since 
both of these particulars are premised, 
he asks the question as to what net profit 
he has made by going into the farming 
business. 

In answering this question, he will 
figure as shown in Table IV. 

The answers to the three questions 


mentioned above have all been given 
from the point of view of the man who 
expected to continue operating the farm 


Taste IV. Net Loss AFTER IMPUTING 
INTEREST AND WAGES 


Item 1920 1921 


Net operating 
: $ 500 $ 700 
Imputed interest} 
on investment | $ 840 $ 840 
Imputed wages.| 1,400 2,240] 1,400 2,240 


$1,740 $1,540 


for an indefinite period, for, in each 
case, the decline in the selling value of 
the property has been ignored. For 
many purposes, however, it is much 
more logical to take this fact into ac- 
count. If we assume that the general 
purchasing power of the dollar re- 
mained unchanged, the conclusion must 
be that there was a loss in property 
values of $3,000 in 1920, and $4,000 
in 1921. When this is taken into ac- 
count, the answers to the respective 
questions are as given in Table V. 


TaBLE V. SumMMARY OF LossEs BY 
DIFFERENT CALCULATIONS 


Particulars 1920 
Question 1: Net loss........ $3,340 | $4,140 
Question 2: Net loss........ 35 4;700 
Question 3: Net loss........ 4;740 5,540 


Speculative and Operating Losses 


The analysis just given has the de- 
fect, however, of confusing speculative 
losses and operating losses. The truth 
is that these two concepts have not 
been segregated in any of the problems 
thus far stated. Since, however, it fre- 
quently happens that a man may make 
money as a farm operator and igno- 
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miniously fail as a speculator, or vice 
versa, it is often desirable to differenti- 
ate these functions and study one or the 
other by itself. Such a differentiation 
cannot be successfully made, as long as 
one considers interest on the investment 
as an operating cost. 

In the present instance, the man who 
bought the farm and equipment in 1920 
for $36,000 incurred two kinds of 
speculative losses: 


1. The property fell in value. 


2. He was paying interest on a value higher 
than that existing during the period. 


Both of these losses reflect bad judg- 
ment or bad luck as a_ speculator. 
Neither should appear in an accounting 
intended to show his efficiency as a 
farm operator, for the fact that he 
guessed badly on the course of prices 
of farm land and equipment tells us 
nothing whatever as to his skill as a 
cultivator. 

This fact is made clearly evident 
when we consider the cases of two men 
who bought equally good farms at dif- 
ferent periods and different prices, but 
who are operating side by side and 
farming in identical manners and with 
equal efficiency. Clearly, their operating 
accounts should show equal gains, but 
this will not be true if interest on in- 
vestment is allowed to enter into the 
calculation. 

To compute operating gains it is, 
then, essential to discard all figures on 
interest on the investment and substi- 
tute therefor, in all cost accounts, es- 
timates of rents as they existed in the 
periods considered. 

To apply this method in answering 
Question 4 and those that follow, let 
us make the following additional as- 
sumption; namely, that an adjacent 
farm, having approximately the same 
quality and equally well equipped, could 


have been leased in 1920 for $1,300 
and in 1921 for $1,100. Suppose the 
farmer invested his money elsewhere 
and leased this adjacent farm. This 
hypothesis will enable us to test his 
ability as an operator, unmixed with his 
speculative skill or lack of skill. 


Question 4. How much did the farmer 
make as a speculator and what was his return 
for his mental and physical labor in operating 
the farm? 


The answer to the first part of this 
question is given by the computation in 
Table VI. 


VI. CALCULATION OF NeT SpEcv- 


LATIVE Loss 
Item 1920 1931 
Loss in value of property..... $3,000 | $4,000 
Interest paid................ 1,360 1,360 
Sum of above............... $4,360 | $5,360 
Imputed rent of land......... 1,300 1,100 
Net speculative loss.......... $3,060 | $4,260 


The solution of the second part of the 
problem is obtained as shown in Table 
VII. 


TaBLeE VII. Lasor RETURN FROM OPER- 
ATING FARM 


Item 1920 1921 


Crop sold for... . $3,000 $2,800 
Wages of hired 
Miscellaneous ex- 
penses....... 540 340 
Imputed rent...} 1,300 2,440] 1,100 1,840 


Pay for serv- 
ices of farmer 
and family . $ 560 $ 960 


Calculation of Operating Profits 


Though, in both years, the farmer 
gained money as a farm operator, he 
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did not make nearly enough in either 
case to offset his losses as a speculator. 
The chief point to be noted in this case 
is that, in the calculation of operating 
profits, the correct procedure is to im- 
pute rent. By imputing rent to land, 
buildings, and other physical equipment, 
the problem of investment has been 
eliminated. The practical application 
of this principle is, unfortunately, hin- 
dered, in many instances, by the fact 
that no data are available from which 
it is possible to calculate imputed rents 
with even a reasonable degree of accu- 
racy. Lands and buildings are com- 
monly leased, but such is not the case 
with equipment and machines. Under 
such circumstances, the only feasible 
procedure is to multiply the current 
price by some rate of interest. The fact 
should always be kept in mind, however, 
that this is merely an attempt to ap- 
proximate a rental value of these ob- 
jects, and not the interest on their cost. 

This method of approximation is ren- 
dered inaccurate by the fact that the 
ratio between the rent of a durable 
good and its market price is often very 
different indeed from the prevailing 
rate of interest. The two are the same 
only when the general belief is that 
rents will not change in the future. The 
value of a durable good equals the 
present worth of all future rents dis- 
counted to the present date at some as- 
sumed rate of interest, and it is easy to 
demonstrate mathematically that the 
only common case in which present 
worth equals present rent divided by the 
interest rate is when the rent is ex- 
pected to remain constant during an in- 
definite future period. 

We are now prepared to answer Ques- 
tion 5. 


Question 5. When speculative gains are 
left out of consideration, did the farmer make 


any actual profit from the operations of the 
farm? 


Question 5 differs from Question 4 
only in that the farmer proceeds not 
only to impute rent, but also to impute 
wages for himself and son. Since he fig- 
ures that the services of himself and son 
are worth $1,400, and since the return 
actually obtained in 1920 was only $560, 
he may well calculate that, as an opera- 
tor, he had a net loss of $840 in that 
year. Similarly, in the next year, since 
he calculated an operating return of 
only $960 for the services of himself 
and son, a deduction of $1,400 would 
indicate a net operating loss of $400. 


Calculation of Unit Cost 


QueEsTION 6. What was the cost of pro- 
ducing a bushel of wheat in 1921, as compared 
to the cost in 1920, on the same farm and by 
the same farmer? 


At present, cost accounting has be- 
come a matter of great importance in 
many fields of industry, and numerous 
systems have been devised for applying 
this science to farming operations. The 
aim of cost accountants is almost in- 
variably to measure, not speculative 
profits, but rather operating costs. 
Since this is true, it follows that the 
procedure used in answering Questions 
5 and 6 is approximately the one that 
must be applied in measuring compara- 
tive costs of production at different 
dates on farms of different sizes or in 
different geographical localities. Cost ac- 
counting should, therefore, waive as 
immaterial all questions of amounts in- 
vested or existing value, for past invest- 
ments are, for these purposes, ancient 
history, and present values are based 
upon anticipated future rents and have 
nothing to do with current cost. In cal- 
culating the expense of producing a 
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bushel of wheat, the correct procedure 
is, therefore, to impute rewards at cur- 
rent rates to all the physical factors en- 
tering into the production of the article. 
In the case of the farm given, rents 
should be imputed to the land and the 
buildings, to the live stock, and to the 
machinery. It is necessary, in addition, 
to impute wages to the farmer and his 
son. 

In all cases of imputation, errors are 
likely to occur, but the difficulty of cor- 
rect estimation is greatest in the impu- 
tation of a wage to the entrepreneur. 
It is next to impossible to say just what 
this figure should be. If the man’s own 
estimate of the value of his service is 
taken as a criterion, it may be far from 
the truth, and the error may make it ap- 
pear that the cost of producing wheat 
on his farm is greater or less than on 
some other farm, the owner of which 
assumed his services to be worth a dif- 
ferent figure. In the particular case 
here assumed, the error in the compari- 
son of the results for the two different 
years is minimized by the assumption 
that the same farmer operated the farm 
in both years. If we accept his valua- 
tion of the services of himself and son 
(a procedure which may be dubious 
enough) and add this amount to the 


TasLe VIII. ComputTaTION oF Cost OF 
PRODUCTION PER BUSHEL 


Item 1920 1921 


Imputed rent of farm and 

equipment................ $1,300 | $1,100 
Wages of hired labor......... 600 400 
Imputed salary of farmer and 


Miscellaneous expenses....... 540 340 
$3,840 | $3,240 
Bushels of wheat raised....} 3,200 3,400 
Cost of production per 


other expenses, the results are as given 
in Table VIII. 

In both years, the answer would be 
materially affected by changing the im. 
puted wage of the entrepreneur. It is 
next to impossible to get around this 
obstacle. This difficulty, indeed, consti- 
tutes one of the chief stumbling blocks 
in cost accounting for farmers. Again 
the fact should be emphasized that 
neither the price paid for the farm and 
equipment, nor the interest on the in- 
debtedness, plays any part in calculating 
the cost of production of the wheat. 
The inclusion of these items among 
farm costs is one of the errors into 
which those engaged in estimating farm 
costs have fallen most frequently. 


Practical Value of Above Distinctions 


As previously stated, problems of the 
type mentioned might be multiplied in- 
definitely, but it is believed that most of 
the principles involved have been cov- 
ered in the discussion of these six cases. 


‘It is also felt that, if the just-discussed 


differences between imputed interest and 
imputed rent were kept in mind in deal- 
ing with the problems of distribution in 
general, many of the difficulties involved 
would immediately disappear, for 
clearly the principles here set forth in 
connection with a Dakota wheat farm 
are equally applicable to all other lines 
of enterprise. It is hoped that these il- 
lustrations may serve, also, to empha- 
size the truth that it is imperative to 
state economic problems with precision 
before beginning to answer them, and 
that it is wholly impossible to find any 
blanket answer which can be used to 
cover a group of questions, which, 
though different in nature, appear, be- 
cause of vagueness of definition, to be 
approximately the same. 
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A STUDY OF UTILITY FINANCIAL 
STRUCTURES: SCOPE AND METHOD' 


By A. E. PATTON AND O. GRESSENS 


objects of considerable study for 
many years. Interest in these in- 
dustries, however, has been manifested 
chiefly in the solution of engineering 
problems and in regulatory measures de- 
signed for the protection of the public, 
while little concern has been shown the 
problems of utility management. Im- 
proved systems of rates and regulation 
_ for protection against monopolies, 
trusts, and the moneyed interests have 
received constant attention. Relatively 
slight consideration, on the other hand, 
has been given to those utility problems 
which may be solved through a study of 
management. The general policy seems 
to have resolved itself into legislating 
good utilities rather than building them. 
This lack of study of the economics 
of public utilities is surprising in view 
of the fact that for years the internal 
problems of railroad management and 
operation have been studied together 
with the more or less external problems 
of regulation. In other words, an 
understanding of railroad management 
has been gained along with an under- 
standing of regulation, whereas in the 
case of local utilities attention has been 
almost wholly centered on problems of 
regulation. This is surprising, also, be- 
cause of the fact that most people are 
more directly and more continuously 
affected by such services as gas and elec- 
*EpiTor1aL Nore: This is the first of a series of 
articles by these authors on the subject of finan- 
cial structures of public utilities. The second 


article of the series will appear in the next issue of 
the JourNAL. 


P vetices utilities have been the 


tricity than they are by steam railway 
transportation. 

Furthermore, from the point of view 
of investment, the local utilities are, as 
a whole, comparable with the steam rail- 
roads. At the present time, the invest- 
ment in railroads in the United States is 
estimated at approximately $20,000,- 
000,000. In the privately owned local 
utilities, an investment of $6,500,000,- 
000 is found in the electric light and 
power industry; $4,000,000,000 in the 
gas industry; $5,000,000,000 in electric 
railways; and $3,000,000,000 in the 
telephone business. These investments 
total approximately $18,500,000,000, 
which approaches the. investment in 
steam railroads. 

In view of the importance of local 
utilities, it would seem that their in- 
ternal problems should receive increased 
attention. They warrant more study 
of the economic principles governing 
their management and operation, not 
only to secure increased internal efhi- 
ciency, but also that regulation may be 
more intelligent. 


Changes in Utility Financing 


Among the most important principles 
in this respect are those of finance. In 
the intensive study which has been made 
of corporate finance, attention has been 
centered largely on industrials. The 
economic peculiarities of utilities were 
not for many years recognized. Conse- 
quently, financiers often attempted to 
apply standard industrial finance and 
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financial instruments to them. The 
pressure of necessity, however, soon 
forced changes and recognition of the 
fact that utilities ordinarily cannot be 
financed successfully on the basis of ac- 
cepted industrial plans. The unusually 
rapid rate at which utilities developed 
made financial alteration necessary to 
meet their particular problems. Rapidly 
expanding companies, for example, soon 
found their hands tied by closed-end 
mortgages. Theoretically, closed-end 
mortgages are most applicable to indus- 
tries in which a static state obtains 
among the assets. The utilities, how- 
ever, had not reached a static level; their 
assets were constantly increasing. Meth- 
ods, therefore, had to be introduced 
which would allow borrowed capital to 
be acquired more easily. The result 
was the adoption of the open-end mort- 
gage, which had recently been intro- 
duced into railroad finance. 

The greater ease with which money 
could be obtained with this device, how- 
ever, tended to encourage utility com- 
panies to borrow excessively. This 
often resulted in an overburden of fixed 
charges. It became easier to obtain 
money with bonds and relatively more 
difficult to get money through the use 
of stock. The utility companies were 
faced, nevertheless, with the necessity of 
obtaining new capital. Customer owner- 
ship was then introduced. That is, a 
method was developed whereby the sav- 
ings of small investors could be readily 
accumulated and attracted to the utili- 
ties by the sale of stock. 

Utility finance is thus obviously seek- 
ing a proper distribution of equities. 
This distribution seems to be different 


*If by such a study it can be established that 
there are a large number of operating companies 
which have similar financial structures, then that 
particular structure common to the greatest num- 
ber of companies is the representative structure. 


from the distribution of equities in in- 
dustrials. It therefore offers a field for 
particular study, and an effort should 
be made to establish a basis upon which 
to build a theory of public utility finance. 


Importance of Finding the Representa. 


tive Financial Structure 


In order to study this problem intelli- 
gently, it is necessary to have a knowl- 
edge of the financial structures which 
public utilities have worked out em- 
pirically. The result of such a study 
would not yield an ideal financial 
structure, but it would yield the rep- 
resentative structure.? It would include 
answers to such questions as: ‘“‘What is 
the representative proportion of invest- 
ment in fixed plant? In current assets? 
In other assets?”” ‘What is the repre- 
sentative proportion of borrowed fixed 
capital? Of ownership capital? Of 
current liabilities ‘What is the repre- 
sentative rate of capital turnover?” 
“What is the representative operating 
ratio?” 

To gain the necessary perspective of 
management problems, it is important 
to obtain answers to these questions and 
to determine the exact position of the 
utilities in the general scheme of eco- 
nomic organization. Likewise, it is 
necessary to determine the representa- 
tive characteristics of utility companies; 
that is, through quantitative study to 
establish real measures with which to 
compare individual companies. Repre- 
sentative characteristics so established 
are not ideals; they are actual presenta- 
tions of utility conditions as they exist. 
They are not averages in the accepted 
interpretation of that word. Such aver- 
ages, which are arithmetic averages, are 
abstract concepts. The representative 
company, made up of individual repre- 
sentative characteristics, is a composite 
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presentation of actual operating com- 
panies.* This representative firm must 
be built up through a quantitative study 
of a large number of operating utilities. 
The approach and methods for such a 
study deserve further consideration. 


Procedure of Investigation and Statisti- 
cal Problems Involved 


If it is possible at all to establish the 
representative financial structure of 
public utility companies, this could be 
done by the simultaneous consideration 
of the financial statements of all the 
operating companies in existence. But 
there are great obstacles to such a pro- 
cedure. The accumulation of the requi- 
site data for one year alone would be 
an intolerable task. Moreover, for a 
thorough study one year is not sufficient. 
Complete financial statements for a 
period of years would have to be 
gathered, because, in studying economic 
data, the trend is more important than 
the static picture gained by considering 
the data of any one particular time. 

In order to determine the represen- 
tative structure, however, it is not nec- 
essary to consider all extant companies. 
Sampling may be resorted to for this 
purpose. An adequate sample will yield 
a sufficiently accurate picture of the 
desired structure. In choosing the 
sample, certain fundamental require- 
ments must be satisfied. In the first 
place, the sample must, of course, in- 
clude a sufficient number of individual 
cases, the exact number of which is 
impossible of determination a priori. 
The adequacy of the sample must, there- 
fore, be tested. One test of such a 
sample could be made by comparing the 
results obtained from it with the results 

*This modal average is the one which complies 


with Alfred Marshall’s concept of the representa- 
tive firm. 
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obtained from another similar sample. 
This would, however, be objectionable 
on account of the labor involved. It is 
dificult enough to obtain a first sample 
without adding the labor of obtain- 
ing another similar sample with 
which to compare it. The sample, 
therefore, must be tested by a method 
which does not involve the immediate 
gathering of additional data. This can 
be done by comparing the results of 
several of its own subdivisions, similar 
to each other. The similarity or dis- 
similarity of the results that are 
obtained by this procedure establishes 
or disestablishes the adequacy of the 
sample. 

In the second place, the sample must 
be random. In other words, the choice 
of the individual companies that go to 
make up the sample must not be influ- 
enced by any preconceived bias. Limits, 
of course, can be set up in constructing 
the sample, but it must be remembered 
that the conclusions drawn from the 
study are in turn restricted by the limits 
imposed on the sample. That is, if, for 
a particular reason, a certain type of 
utility is omitted from the study, then 
the results of the analysis cannot be 
applied to utilities generally. Con- 
cretely, if water companies are omitted 
on account of the large percentage of 
municipal ownership in that particular 
utility, the conclusions of the study can- 
not be applied to water companies. 
Within the limits of the study, however, 
the choice of the units making up the 
sample must be random, if the criticism 
that the results are unrepresentative is 
to be avoided. 

Another question which arises in 
connection with such a quantitative 
study is whether or not it is possible to 
determine representative characteristics 
on the basis of annual rather than 
monthly statements. The answer to 
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this question depends upon the season- 
ality of the industry and upon its cyclical 
variations. An industry which is sub- 
ject to marked seasonal variations obvi- 
ously cannot be portrayed by a single 
set of annual statements. The financial 
changes in such a case necessarily vary 
with the variations in the demand for 
its products, and a comparative study, 
year by year, must take into considera- 
tion the shifting positions of the indus- 
try within the year. When the factor 
of seasonality is absent, or, in other 
words, when the demand for the prod- 
ucts of the industry is seasonally 
inelastic, variations from month to 
month, within the year, do not occur. 
Again, when the industry does not fol- 
low the oscillations of the business cycle, 
variations year by year do not occur. 
In such a case, the sufficiency of the 
study based on annual statements is 
then impaired only by the business cus- 
tom of endeavoring to have these 
statements make the best possible finan- 
cial showing at the end of the year. 
This results in an artificial, passing 
financial position. It is often difficult, 
however, to obtain any other data, and 
frequently impossible to obtain monthly 
data in sufficient quantities. Annual 
statements, based on year-end results, 
are in most cases the only data avail- 
able. 

When the requisite financial state- 
ments have been gathered, the task of 
standardization remains. This involves 
two distinct problems. One of them is 
occasioned by the inconsistencies which 
arise in accounting practice; the other 
by the statistical principle of homoge- 
neity. 

Absolute accounting accuracy is, of 
course, not obtainable in the case of 
every individual statement. Innumer- 
able differences creep into final accounts 
because of the varying interpretations 


given to similar transactions by differ- 
ent accountants. It is sometimes diff- 
cult, for example, to decide whether or 
not a particular expenditure is a capital 
expenditure or a current expenditure; 
some accountants would treat the same 
transaction as belonging to the former; 
others, to the latter classification. Cor- 
rections cannot be made for these in- 
consistencies. Fortunately, however, 
there is a definite tendency for such 
inconsistencies to be offsetting rather 
than cumulative in their effects, so that, 
in the end, their influence upon the net 
results of the study is slight. 

The statistical principle of homoge- 
neity demands that the individual items 
of each financial statement be directly 
comparable with the corresponding 
items of every other statement. For 
example, the items included under the 
classification of fixed plant in any state- 
ment must be directly comparable with 
the fixed plant of every other state- 
ment; likewise, gross revenue must in- 
clude the same items of revenue 
through all of the statements consid- 
ered. Again, companies sometimes 
borrow from affliated companies, 
either for short or for long terms. 
These transactions occur in the financial 
statements ordinarily under the account, 
“Due Affiliated Companies.” This 
account, obviously, must be carefully 
scrutinized in order to determine its 
true nature. If the borrowing is really 
current, the item will occur in succeed- 
ing statements intermittently and in 
varying amounts. If, on the other 
hand, the borrowing is permanent, the 
item will appear in successive state: 
ments and in_ relatively constant 
amounts. As in the case of accounting 
inconsistencies, absolute accuracy is 
impossible of attainment; but, again, 
the errors remaining after all possible 
adjustments have been made, tend to be 
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offsetting and not cumulative in their 
effects. 


Methods of Analyzing Data 


Once the requisite standardization of 
the financial statements has been com- 
pleted, the data are ready for analysis. 
A method must then be selected by 
which the required data can be ex- 
tracted. The method selected will 
depend upon the purpose of the study. 
For some types of study, abstract math- 
ematical averages may be desirable, but 
if the purpose of the study is the deter- 
mination of representative data, such 
averages are of no value. A simple 
arithmetic average, for instance, yields 


_a figure which lends itself readily to 


algebraic treatment; but it is an abstract 
concept. It may or may not be applic- 
able to any of the companies in the 
sample. If it does apply to any of the 
companies, it still is not the representa- 
tive average, unless the particular dis- 
tribution in hand is normal. In this 
special case, it is representative by 
virtue of the fact that in such a distri- 
bution the arithmetic average is coinci- 
dent with the mode. It is ordinarily of 
no value in determining representative 
economic data. 

In order to extract the representative 
figure, it is necessary to consider the 
distribution of all the items within each 
sample of the data. That is, it is nec- 
essary to obtain an actual count of the 
number of times the value of a particu- 
lar variable happens, for example, to be 
five, six, or seven, and to analyze the 
frequencies in this distribution. 

In the determination of the represen- 
tative current position of the public 
utility industry, for example, the first 
step consists in the calculation of the 
current ratios of a large number of 
operating companies, picked at ran- 


Chart 


Histogram Showing Hypothetical Frequency 
Distribution of Financial Ratios 


dom.* A frequency distribution of 
these current ratios, grouped into 
proper class intervals, must be drawn 
up. From this distribution an histogram 
can be graphed (Chart I). This his- 
togram pictures the observed distribu- 
tion and clearly indicates the class of 
highest frequency. From this fre- 
quency then, by the use of an approxi- 
mation formula for calculating the 
mode, the desired ratio can be closely 
determined (Chart II). This ratio, 
however, can be arrived at more rigor- 
ously. If a curve, y = f(x), is fitted to 
the histogram so that the area under 


* Alexander Wall, in his Analytical Credits, has 
made a quantitative study of the current ratios of 
industrials. This study was made to serve as a 
credit gage for bankers. For that purpose it is 
doubtless valuable, but for the purpose of determin-_ 
ing the representative current position of any 
single industry, it is not sufficient. In most cases, 
his samples would not stand the test of adequacy. 
Similar criticism applies to Bliss’s studies in his 
Financial and Operating Ratios. The samples, 
chosen from various industries, in both of these 
studies are not large enough to yield pictures of 
actual conditions in those industries. Consequently, 
they cannot yield the respective representative cur- 
rent positions. 
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Chart 
Discrepancy between Modal and Arithmetic 
Averages in Skewed Frequency Curve 


\ 


the curve is equal to the area of the 
sectors of the histogram, the maximum 
ordinate of this curve would yield a 
closer approximation of the representa- 
tive current ratio (see Chart II). The 
greater accuracy thus attained is based 
on the theory of frequency curves. If, 
for example, an histogram of the cur- 
rent ratios of all operating utilities were 
constructed, the curve and the histo- 
gram would tend to become identical 


* By this method a smooth curve is fitted to the 
histogram. This curve represents the theoretical 
distribution of the data, based on the actual dis- 
tribution observed in the sample which is being 
studied. The irregularities observed in the sample 
of data are thus eliminated. The theoretical justi- 
fication for this elimination is based on the as- 
sumption, which can be verified empirically, that 
as the size of the sample is indefinitely increased, 
these irregularities will become submerged in the 
general characteristics of the universe from which 
the sample has been chosen. For a full discussion 
of the method of moments see Palin W. Elderton, 
Frequency Curves and Correlation. 

Professor F. Y. Edgeworth, in Cambridge 
Philosophical Transactions, Vol. XX, 1905, says: 
“The law of great numbers states that if numer- 
ous observations, each obeying almost any par- 
ticular law of frequency, are taken at random, their 


as the class intervals of the frequency 
distribution decreased in size together 
with an increase of observations. In 
other words, as the sample is increased 
indefinitely, the observed and the 
theoretical frequencies tend to become 
identical. 

This curve, y = f(x), can be fitted 
to the histogram by the method of 
moments. The maximum ordinate, or 
the desired mode, can then readily be 
obtained by differentiating the equation 
y =f The result of this differen- 
tiation, y = f’(x), will yield the mode 
at the point where the value of the 
second differential, y = f’ ’(x), is neg- 
ative. This value is the representative 
ratio. 

The representative current ratio is 
that ratio which occurs most frequently 
in the sample considered, and, provid- 
ing that the sample is adequate, occurs 
most frequently in the industry. It is, 
therefore, truly representative of exist- 
ing current ratios in the utility business. 
Using this same method, all the other 
necessary representative balance sheet 
and profit and loss statement ratios can 
be calculated. From these several 
studies, the representative financial 
structure of the public utility industry 
can be constructed.® 


sum (or more generally linear function or approxi- 
mation thereto) will approximately obey the 
normal law of error.” 


* Professor A. S. Dewing has said that for con- 
servative financing “bonds should be limited in 
amount, so that their interest charges are no more 
than one-half the established net earnings. The 
preferred stock should be issued only to the extent 
that the dividends upon it absorb less than one- 
half the surplus remaining after the payment of 
bond interest.” “....this should be a basal princi- 
ple of public utility finance.” “All other elements 
of the financial plan are of secondary importance 
compared with these fundamental principles.” 

There are several considerations involved in 
suggesting such an “ideal” financial plan, not based 
on an adequate quantitative study of industry it- 
self. In the first place, if such a quantitative study 
is not basic to setting up the plan, it is difficult to 
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The representative financial structure 
is not one to which all individual com- 
panies would conform. It is, however, 
a measure with which individual com- 
panies may be compared. A great 
divergence from this structure does not 
necessarily indicate poor financial man- 
agement. It does mean, however, that 
the divergence must be explained. Some 
special circumstance must be found to 
account for a great difference between 
the individual company and the repre- 
sentative structure. 


Useful Purposes of Study 


The financial structure of public util- 
ities doubtless could be improved. To 
the extent that this financial structure is 
improved, to the same extent do the 
ratios calculated by this method ap- 
proach the ideal. The representative 
ratios yield, however, a useful basis for 
comparison. 

The representative tends to become 
the ideal under existing conditions. 
Economic organization is in a con- 
tinuous state of flux. As economic 
conditions change, the representative 
conditions of any industry change. If 
there is an ideal economic financial 
structure, the representative structure 
at any one time tends continually to 


justify it. The arguments are that expediency and 
facts can be marshalled against it. The founda- 
tion of any proposal must rest on the nature of, 
and the conditions surrounding, the industry itself. 
In the second place, it is difficult to say to just how 
many operating companies the “ideal” plan is 
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approach that ideal under given condi- 
tions. An absolute, ideal financial struc- 
ture could be realized only in a static 
state where industrial conditions have 
become crystallized. It is impossible, 
therefore, to set up absolute financial 
criteria which would be universally valid 
in any particular industry over a period 
of time. 

Through an empirical determination 
of the financial structure of public 
utility companies, as outlined above, a 
perspective of existing financial condi- 
tions in the industry can be gained. The 
theory of public utility finance, however, 
cannot be established solely on this in- 
ductive basis, because the data used are 
themselves often the result of makeshift 
policies rather than conscious attempts 
to finance the companies with a view of 
attaining sound financial structures. But 
such a study may lead to a modification 
of financial theory in the light of the 
actual position of the industry. A con- 
sideration of the nature of these 
characteristics together with the finan- 
cial solutions as they have been worked 
out by the individual companies will 
serve as a basis for the necessary modi- 
fications of general financial theory. 
This modified theory will then present 
the fundamental principles of public 
utility finance. 
applicable. It must in itself contain room for a 
great many variations calculated to fit the special 
circumstances under which a large number of com- 
panies operate, but these necessary variations can- 
not be understood or calculated until the actual 


conditions of the companies relative to the industry 
as a whole are known. 
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WHERE DRAINAGE PAYS 
By E. R. JONES 


a vast expanse ot marsh land 

sodded with sedge grass or 
freckled with cat-tails. Perhaps 
scrubby dog-wood or little willows are 
crowding out the grass. Wild ducks 
hover overhead and finally alight in the 
wild rice at the water’s edge. Cattle 
have tried to pasture on these lands un- 
til the surface is broken up by bogs, 
knee-high. Weeds finally grow there 
to the exclusion of everything else—a 
good place for the hay fever victim not 
to go. Wobbly fences mark some of 
the “forty lines” and occasionally en- 
close an area from which the cattle are 
kept out. Here wild hay may be cut if 
the season is not too wet, but such hay 
is tough and not very nutritious. Car- 
ried out on poles, and stacked at the 
edge of the marsh, it is hauled away 
the next winter for bedding, packing, or 
feed. Poor wages are all that the hay- 
maker gets for his work. The owner 
of the land commonly gets nothing at 
all, yet he pays taxes upward of 25 
cents an acre a year on wild hay meadow 
and brushy marsh alike. He is actually 
paying out good money each year for 
the privilege of investing in some bad 
marsh lands. 

On the other side of the picture we 
see in the broad level corn belt of Illi- 
nois, Iowa, and southern Wisconsin and 
Minnesota, row on row of tasseled corn 
taking the place of the cat-tail. Alsike 
clover thrives where once grew the 
sedge. Artificial drainage has made the 
land dry enough to cultivate with 
safety; a 20-inch breaking plow has 
turned over the bogs and covered the 


(): one side of the picture we see 


brush; and tough fibrous peat has de- 
composed into a black, waxy muck. This 
land lets for $15 an acre a year and 
sells for $200 an acre. Before drainage 
the organic matter in these soils decom- 
posed into plant food but slowly. It 
was pickled in water and soil acids. 
After drainage the acids leach out and 
bacteria come in to make food for culti- 
vated plants. 

The question is, How much of this 
type of land can we unpickle with profit 
to the individual and to the common- 
wealth? 

There is no type of land reclamation 
that is more tempting to the man who 
delights in making a cornfield blossom 
where nothing of marketable value grew 
before. There are no stumps to pull, 


‘no stones to carry; merely drains to in- 


stall and crops to harvest. No wonder 
this has been a fertile field for promot- 
ers, honest and dishonest. 


Drains, Then Brains 


Some drained lands are more fool- 
proof than good upland soils. Others 
require special treatment and manage- 
ment. 

It is proverbial that the tiled swales 
in the cornfields of the corn belt require 
less manure, yield to cultivation earlier 
in the spring, and grow better crops 
than the ridges between them. These 
soils are well supplied with both mineral 
and organic matter. 

Not so with the peat and muck from 
une to twenty feet deep on the rest of 
the marshes! There, management is 
everything. While it doesn’t cost as 
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much to supply the deficiency of phos- 
phorous and potash to the peat as it 
does to supply the necessary phosphor- 
ous, nitrogen, and organic matter to the 
uplands, it takes a good head to give 
the right treatment to each marsh. The 
same peat will fail under one set of 
conditions and succeed under others. 
The peat beds at Kalamazoo, Michi- 
gan, famous for their celery, the 
Hollandale Farms at Albert Lea, Min- 
nesota, which this year are shipping 
trainloads of three-dollar potatoes into 
Iowa, and the University Marsh at 
Madison which for 10 successive years 
has raised 17 tons of green corn per 
acre, are no better physically, chemi- 
cally, or geographically than the Troy 
Marsh of 3,000 acres in Walworth 
Yet half of the 
latter, drained about 10 years ago, is 
lying idle, and the other half is failing 
at general farming. It will fail until 
its operators specialize on the particu- 
lar crops and particular methods 
adapted to that marsh, and until a good 
market is created for those crops. 
Markets, crops, tools, disc plows instead 
of mold board plows, heavy rollers in- 
stead of plankers—everything is differ- 
ent on peat and muck. Yes, and the 
people too! It is the industrious 
Hollander and his family, working with 
hand and head, that brought success to 
Kalamazoo and Albert Lea. 


Community Outlets and Supplemental 
Drains 


Sluggish rivers, winding creeks, and 
flat water courses extending through 
several farms, townships, or counties, 
require community effort for improve- 
ment. Drainage through the other 
fellow’s land can be accomplished only 
by unanimous consent of all landowners 
concerned or by state drainage laws. 


WHERE DRAINAGE PAYS 225 


Over 40 of the 48 states have such 
laws giving courts the right to sanction 
and direct organizations for the con- 
struction of outlet drains and to levy 
special taxes against the benefited lands 
to pay for such drains. The projects 
are initiated by a petition of the land- 
owners to the court. In some states. 
the petition of a single landowner is 
sufficient to bring the proposed project 
to the attention of the court. Other 
states require a majority of the land- 
owners or a majority of the acreage on 
the original petition. Wisconsin’s more 
stringent law, of the last-named type, 
built on the experience of other years, 
limits the weight of any one signature 
to 320 acres in determining the sufhi- 
ciency of the petition. This curbs the 
power of the large landowner as 
against the smaller ones. 

Community drainage projects may be 
divided into two general classes. First, 
the projects that furnish outlets for the 
wet fields on farms now being farmed. 
Second, the projects on large unde- 
veloped marshes that seek to furnish 
outlet drains for farms to be created and 
operated by big companies or sold to 
settlers in small parcels. Those of the 
first class are to be commended as 
laudable enterprises so long as they con- 
tribute to the efficiency of a majority of 
the existing farms connected therewith. 
Those of the second class are to be com- 
mended when they contribute good and 


needed farms to the state and nation. 


This means careful selection as to time, 
place, and manner of drainage. 

The demand for game preserves is 
also a factor. In the near future, the 
demand for such preserves may become 
so acute as to induce sportsmen to buy - 
or lease large tracts of marsh land for 
game preserves or shooting grounds, 
thus competing with agriculture for the 
use of these lands. 


le- 
Lis 
id 
Be ] 
n- 
It 
Is. 
id 
ti- 
is 
fit 
n- 
yn 
10 
m 
t- 
| 
| 
| 
r 
| 
f | 
$ 
8 


226 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


Taste I. LaTEeRALS AND Drains Con- 
STRUCTED THROUGH ORGANIZATIONS, 
1920* 

Per- 
cent- Organ-| Mean 
of ized | Depth 
nd | Cost of | Cost | Later-| of 
STATE Organized als 
ized vided | Feet 
Drain- 
age 
10.9 |$51,000,000/$13.00] 53% | 4.8 
Ndiana........ 39.4 | 32,000,000} 3.50) 39 5.1 
Michigan. .| 26.4 | 25,000,000] 2.50] 20 4.3 
Minnesota...... 7.8 | 44,000,000] 4.50} 71 4.9 
31.1 | 31,000,000] 4.00} 27 3.9 
Wisconsin. ..... 2.2 | 4,564,000} 5.50) 89 6.5 


*Data from United States Census, 1920. 


About 65,000,000 acres in the 
United States have been assessed for 
the construction of outlet drains. They 
are organized into 60,000 projects from 
a few hundred acres to nearly a million 
acres in size. About half of this area 
lies in the North-Central states, Ohio, 
Indiana, Michigan, and Minnesota pre- 
dominating. Nearly 40% of the total 
area of Indiana is in drainage organiza- 
tions. 

Indications are that outlet drains 
have been provided for one-third of 
the wet land in the United States, but 
that some of these outlets are inade- 
quate and that adequate supplemental 
drains have not been constructed on all 
of the areas included in the community 
projects. 

Drainage commissioners, appointed 
by the courts to direct these projects, 
have properly given the landowners 
their choice in the matter of supple- 
mental drainage. They are empowered, 
where the landowners desire it, to con- 
struct the supplemental drains also and 
to levy a correspondisgly high tax on 
the lands so benefited. More often, the 
landowners have preferred to put in 
their own individual supplemental drains 
and to pay, in their taxes, for the out- 
let drains only. 


State Drainage Policies 


Table I indicates the policy of differ- 
ent states in the matter of lateral or 
supplemental drainage as of 1920. No 
laterals are reported on 80% of the 
area included in the organized drainage 
projects of Michigan, and the laterals 
that were installed as community drains 
were shallow compared with those in 
other states. In Illinois a greater per- 
centage of the drained lands were given 
laterals, and a larger percentage of 
these were of the large tile rather than 
open ditch type. This accounts for the 
higher cost per acre. In all of the 
states the lands not provided with 
laterals to feed the main drain are pro- 
vided with such laterals by landowners 
themselves, individually or in coopera- 
tion with neighbors by mutual agree- 
ment. In Wisconsin less individual 
work was necessary because of the policy 
of giving every farm in the project di- 
rect access to either the main drain ora 
lateral. 

These outlet drains, both main and 
lateral, consist of open ditches from 3 
to more than 100 feet wide at the 
bottom, or large tile up to 48 inches in 
diameter. The latter are more expen- 
sive, but waste less land and are more 
permanent. Seldom does an organiza- 
tion put in community laterals less 
than 8 inches in diameter. 

The internal drainage required by the 
individual farms consists largely of tile 
drainage. The amount of tile depends 
upon the depth of the drain, the nature 
of the soil, the seepage from surround- 
ing upland, and the kinds of crops to 
be raised. For the grasses, less drain- 
age is required than for potatoes. 
Land between two district laterals that 
are 6 feet deep or more and 80 rods 
apart commonly requires no additional 
drainage. This is true in sandy sub- 
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soils free from springs. More often 
lands are not so fortunate as to have a 
district drain on both sides of them. 
Such lands require laterals of 5-inch 
tile at the rate of from 5 to 40 rods per 
acre, costing about $2 a rod completely 
installed or from $10 to $80 an acre. 
Many of the farms reported in Table 
II as having artificial drainage of this 
kind are in a drainage organization. 

Wisconsin permits the organization 
of a subdistrict within a district to in- 
stall all of the tile drains needed on a 
farm, if the owner so desires. This is 
to prevent a mortgagee from tying the 
mortgagor’s hands, as he might do by 
refusing to increase an existing mort- 
gage to supply the money to pay for the 
necessary drains. Subdistrict bonds 
against the farm, which take priority 
over an existing mortgage, may be sold 
to give the farmer the money he needs 
for the necessary improvement. 

The 2.2% of Wisconsin land in drain- 
age organizations hardly tells the whole 
story. It has been the policy in that 
state to include in drainage organiza- 
tions only such 40-acre parcels as con- 
tain wet land to be benefited. Some 
Wisconsin districts have even divided 
forties into halves and quarters. Other 
states have included the whole catch- 
ment basin, whole counties and more, 
high land as well as low. They have 


levied almost uniform assessments 
against the whole acreage. This in- 
creases the size of the district and 
lightens the load of drainage taxes on 
the low land, on the theory that the 
upland should help bear the load be- 
cause it sheds the damaging water upon 
the low land. The Wisconsin theory 
is that the upland, by virtue of its for- 
tunate topography, is entitled to all 
of the drainage resulting therefrom. 
Owners of the higher lands paid more 
for their lands in the first instance 
because they had natural drainage, and 
if these owners were afterwards made 
to help pay for the artificial outlets on 
the lower lands, they would have to pay 
twice for their drainage—a manifest 
injustice. This theory seems sound, 
but has had a tendency to retard organ- 
ized drainage in Wisconsin. 

Unlike the irrigation projects, the 
drainage projects have not been sub- 
sidized by the Federal Government or 
aided by long-term, low-rate federal 
loans. It may be that the drainage 


projects did not need a subsidy because 


they have been generally near large 
centers of population where markets for 
farm products were good without long 
freight hauls. At any rate, except for 
the dikes along the lower Mississippi 
River, drainage has had to pay its own 
way. It did not even profit from the 


TaBueE II. Farms NEEDING DRAINAGE, 1920* 


ToTaL Farms FARMS WITH Farms NEEDING 

ti ARTIFICIAL DRAINAGE ARTIFICIAL DRAINAGE 

Number Acres Number Acres Number Acres | 

237,000 | 32,000,000] 99,000 | 11,247,000] 33,000 | 1,229,000 
Indiana.............. 205,000 | 21,000,000} 111,000 | « 8,308,000} 66,000 | 1,717,000 
Michigan............. 196,000 | 19,000,000] 67,000} 3,156,000] 64,000 | 2,070,000 
Minnesota............ 178,000 | 30,000,000] 53,000] 2,993,000] 74,000 | 3,504,000 
257,000 | 23,000,000] 130,000} 7,365,000] 85,000 | 2,015,000 
Wisconsin............ 189,000 | 22,000,000] 22,000 658,000] 52,000 | 1,839,000 


*Data from United States Census, 1920. 
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proceeds of the sale of state swamp 
lands, although the Federal Act of 
1850 dedicated such proceeds to the 
drainage of such lands. The states 
broke their pledge. They used these 
moneys chiefly for schools, roads, and 
bridges, and left the landowners to dig 
themselves out of the mire. In Wis- 
consin alone over $3,000,000 of swamp 
land funds, to say nothing of the inter- 
est accumulating since 1850, has been 
diverted by the legislature to other uses. 
If this principal, compounded at 4% 
until 1930, were then available, it would 
pay for the outlet drains for every acre 
of wet land in the state. 


Old Projects Inherited 


Some of the drainage projects organ- 
ized from 15 to 25 years ago in cen- 
tral Wisconsin and northern Minnesota 
have been inherited by the present gen- 
eration as a liability. In Minnesota 
the county guaranteed the payment of 
the drainage bonds, and, in the poorer 


districts, the county has had to pay. In 


Wisconsin the county did not stand back 
of the bonds. Each project had to 
stand on its own feet. In both cases the 
promoters have lost their money due to 
their own mismanagement. In Minne- 
sota the delinquent land belongs to the 
county. In Wisconsin the land belongs 
to the bondholders, if it belongs to any- 
body. They have not foreclosed on 
their bonds and taken title to the land 
for the reason that they do not want the 
land. 

It is easy to tell where the original 
mistake was made. Promoters threw 
upon the market too much new land at 
one time, with poorly designed ditches 
and no colonization plans at all. 

If the first district of 50,000 acres 
had been thoroughly drained, devel- 
oped, farmed, and sold before the land 


in the second district was thrown intc 
competition with it, the first, the sec. 
ond, and each subsequent district would 
have had a chance to succeed, and it is 
not unlikely that there would be today 
2,500 contented, prosperous farmers 
instead of 350 in the drainage districts 
of central Wisconsin. 

The Wisconsin lands delinquent in 
drainage taxes are orphans. In 11 of 
the districts of central Wisconsin, or- 
ganized prior to 1907 and containing 
409,000 acres, 175,000 acres were sub- 
ject to tax deed on June 1, 1924, with 
no takers. Drainage taxes of $231,000 
and $90,000 of general taxes plus the 
penalties were due against these lands. 

The original indebtedness of these 
districts was $2,558,000, which has 
been reduced by annual payments to 
$1,226,000. Strangely enough the sec- 
ond half of this indebtedness seems 
harder to pay than the first. 

To get the story of the central Wis- 
consin drainage districts, we must go 
back to the dry season of 1894 when 
fires ran over township after township 
of parched peat on the marshes and left 
them mellow as a garden. They were 
dry enough to cultivate and nobody 
seemed to think it would ever rain 
again. Some areas were planted in 
1895, another dry year, and yielded 
bountiful crops of buckwheat, rye, and 
potatoes. Stories of the wonderful fer- 
tility of these lands spread, and land 
grabbing began. Much of the area was 
subject to tax deed, and acquisition was 
easy to the first comers. Large areas 
fell into the hands of a few men. 

Soon the wet seasons returned and 
crops failed. The need of drainage was 
evident. Wisconsin had an old drain- 
age district law under which only one 
or two owners of large tracts were re- 
quired to sign the original petition. 
Plans were made on paper and a lenient 
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WHERE DRAINAGE PAYS 


court, desirous of promoting the gen- 
eral welfare of a sparsely settled 
county, approved the sale of bonds for 
the construction of ditches. The ditches 
were dug and the project settled down 
to wait for settlers who never came. 
Many who did come did so to their sor- 
row because the promoters charged 
them $40 an acre for the land without 
improvements and without helpful ser- 
vice to accompany the contract. 

In spite of their handicaps, state- 
ments from the settlers with which the 
University of Wisconsin College of 
Agriculture is in touch, indicate that 
they are reasonably prosperous. Prof- 
iting by the experience of those who had 
to abandon their farms, these farmers 
are using methods adapted to these 
lands and are making progress. What 
they need above all else is more neigh- 
bors. The sparse settlement makes it 
dificult to maintain schools and roads. 

These farmers are paying their taxes. 
In 1924 the current drainage tax levy in 
the 12 districts was $140,000. Half of 
this was for interest and the other half 
for principal. The receipts were 
$91,000, paying all of the interest and 
part of the principal but leaving an in- 
creased delinquency of $49,000 for the 
year. The load on the delinquent lands 
is increasing each year and, without 
relief to break the deadlock, their 
chances for redemption are becoming 
more remote. 

An examination of the delinquent 
lands shows that they are of as good 
quality as those upon which the taxes 
have been paid. With a few exceptions, 
it was the landowner’s pocketbook and 
not the quality of the soil that governed 
the payment of the taxes. The non-res- 
ident owners have not paid their taxes. 

In December, 1924, I submitted to 
the Attorney General of Wisconsin a 
plan for the redemption of the delin- 
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quent lands. While sound economically, 
it had too many legal defects to be 
workable. It may suggest to the bond- 
holders a way by which they can put 
these lands into good hands. 

Briefly it was this: Let the state of 
Wisconsin recall some of the Swamp 
Land Fund from the channels to which 
it was misappropriated and use it as a 
revolving fund to redeem the delinquent 
lands, the state taking deed to the land. 
It would take $960,000 to pay the delin- 
quent drainage taxes on the 175,000 
acres and to pay the bonds thereon not 
yet due. Assuming that only 100,000 
acres of this area were desirable for 
farm land, the state could sell this to 
1,000 settlers in farms averaging 100 
acres in size for $10 an acre and get 
back its principal, leaving the other 
75,000 acres for disposal at leisure. 
This presumes that the counties would 
sell at liberal discount the certificates of 
delinquent general taxes now due 
against these lands. 

With constitutional limitations pre- 
venting the state from embarking on 
this enterprise of relief, it remains for 
the bondholders to do it. These soils 
have been mellowed and sweetened by 
20 years of drainage to the advantage 
of the new settler in contrast to the 
tough peat encountered by the old. 
Renters of high-priced land in adjoin- 
ing states, coming in groups to facili- 
tate cooperation, would do well to con- 
sider the purchase of these farms. 

If this plan is followed, it will not 
be long before the procession of incom- - 
ing settlers will have caught up with the 
procession of land reclamation and new 
extensive reclamation will be warranted. 


Curbing Extensive Reclamation 


On the theory that it is better to 
check extensive reclamation projects 
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before they are started than to be re- 
sponsible for them after they are com- 
pleted, the supervision of new drainage 
projects in Wisconsin exceeding 200 
acres was assigned to the State Chief 
Engineer by the legislature in 1919. 
Since then the projects have been con- 
fined largely to outlets for wet lands on 
existing farms—intensive projects in 
contrast to extensive ones. Bonds of 
these projects sell readily. 

In drainage districts, all refunding 
bond issues must be approved by the 
Commissioner of Agriculture, the Com- 
missioner of Banking, and the Attorney 
General. The inclusion of the two last- 
named state officials has proved unfor- 
tunate. The legislature in its zeal to 
insure the safety of drainage bonds 
probably went a step too far. These 
officials hesitate, and wisely, to exercise 
this special prerogative when it may 
embarrass them later in the discharge 
of their regular duties. It would be 
just as appropriate and much less em- 
barrassing for the president of one of 
the state normal schools to sit in judg- 
ment on the merits of drainage bonds 
as for an attorney general or a com- 
missioner of banking. . 

Since 1919, 134 Wisconsin projects 
aggregating 328,002 acres, with pro- 
posed outlet drains that would cost 
$3,463,789, have been petitioned for 
by a majority of the landowners. In- 
definite postponement was advised by 
the state engineer on 17 of these proj- 
ects, with a limited postponement on 
some others. Construction has been 
completed on about half of them. Ad- 
joining states have more construction 
work to show for these six years. 

The reasons for advising the post- 
ponement of major projects have been 
as follows: (1) Unwillingness of land- 
owners to install drains as deep as those 
recommended by the state engineer; (2) 


excessive cost in proportion to probable 
benefits; (3) ability to drain wet swales 
in cultivated fields without dredging the 
main creeks; and (4) weak colonization 
plans in the case of extensive projects. 
In one case the court was shown that 
the man who claimed to be the owner of 
3,600 acres of a 5,400-acre project had 
such a small equity in his land that he 
did not command capital enough to col- 
onize or manage it properly. The 
court is holding this project up until the 
land gets into stronger hands. It is 
better to let the land lie idle before the 
outlet drains are constructed than after- 
ward when interest on the drainage 
bonds makes the carrying charge 
cumulative. 

Even in the intensive drainage proj- 
ects the financial status of the majority 
of the landowners is a factor to be con- 
sidered. It may be that the indebted- 
ness on a farm is such that any increase 
would mean bankruptcy. In such cases 
the proper thing is to sell the wet land 
to some one who is able to drain it, mak- 
ing two farms instead of one. It is 
better to sell marsh land at a sacrifice 
than to hold it in an unproductive state. 

The Wisconsin Drainage District 
Law of 1919 with its amendments 
requires the State Chief Engineer, 
through the State Drainage Engineer, to 
approve of all engineers employed by 
drainage districts, to approve the plans, 
and to review the assessments against 
the lands. The College of Agriculture 
of the University of Wisconsin cooper- 
ates by making a soil survey of the area. 

The Wisconsin Farm Drainage law, 
also passed in 1919 to govern the 
smaller drainage organizations, has the 
same safeguards. Under this law most 
of the projects now organize. In fact, 
the legislature of 1925 passed an 
amendment requiring all new projects 
to proceed under this law. 
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WHERE DRAINAGE PAYS 


Drainage Reduces Production Costs 


The drainage of the wet spot in the 
cultivated field is the most profitable 
kind of drainage. The banker who 
holds a mortgage on a farm with such 
a field does well to increase his loan 
sufficiently to construct the required 
drain. Perhaps it is merely a line of 
tile 40 rods long, costing $80 and saving 
the crop on an acre of land. The 40 
bushels of corn thus saved is clear profit, 
and more. It is easier to cultivate the 
low-lying acre when dry than to dodge 
it or wade through it with a plow or 
harrow when wet. Yet some of our 
bankers fail to see that this investment 
of $80, saving $40 worth of corn and 
labor annually, pays an annual dividend 
of 50%. In fact, when it is remembered 
that $4.80 is all it costs to hire the $80 
for a year at 6% and the returns on 
the investment are almost 10 times as 
great as the interest charge, it is fair 
to call it a dividend of 1,000% each 
wet year, during the life of the drain, 
which is 100 years or more. Tile drains 
installed in New York in 1833 indicate 
that they are going to work better the 
second hundred years than they did the 
first. 


Drainage makes possible the substitu- 


tion of better lands for the lighter lands 
now being cultivated. It is said that 
there are 90 vacant farms in Waupaca 
County, Wisconsin. The uplands are 
of the light order and the marshes of 
that county have not been drained. May 
it not be fair to suggest that the reason 
these farms are vacant is that they are 
in need of the drained marshes to sup- 
plement the sandy upland by raising 
forage crops? That is exactly what the 
sand land farmers at the edge of the 
Portage County Drainage District have 
done, much to their advantage. Gradu- 
ally, they are receding from the sandy 
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lands and depending more upon the 
drained marshes for corn to fill their 
silos. That is real progress. 

Drainage may increase the products 
of a farm without increasing the cost 
of operation a like amount. The farmer 
with 100 acres of land, but with build- 
ings and equipment sufficient for 120 
acres, needs 20 acres more land to 
attain his maximum efficiency. The 
question is: Shall he drain the 20-acre 
marsh at the back end of his farm, or 
rent 20 acres of tillable land from his 
neighbor across the road? 

Unless the rent he would have to pay 
is comparatively low, it is better for 
him from the financial point of view to 
make a permanent improvement on his 
own farm by draining his own marsh 
than to rent somebody else’s high land 
and haul manure on it. 


Expansion through Bead Drainage 


It cannot be assumed that the tillable 
area of the United States has reached a 
stationary figure. There must be some 
expansion to keep pace with increasing 
population. The increased production 
of each acre now used alone cannot sat-- 
isfy the increasing demand for food. 
Some new lands, primarily adapted to 
agriculture, favored by quality of soil 


- and nearness to markets, will be needed 


in the rational progress of the next 
decade and those following. Among 
these new lands, those susceptible to 
drainage are an important factor, and 
the door for their timely reclamation 
must be kept open. 

Land drainage, reforestation, and 
game preservation are not inimical to 
each other when an intelligent program 
is followed by each. Let each be prac- 
ticed on lands that are especially suited 
to that use, and under conditions that 
are fair to all. 


PUBLIC UTILITY FINANCING: 
A REVIEW OF 1925 


By HERBERT B. DORAU 


HE very rapidly expanding public 
service industries have become a 
most important source of de- 

mand for capital. In 1924, public util- 
ity industry financing, excluding steam 
railways, reached the unprecedented 
total of $1,529,639,827, representing 
40% of the total corporate financing 
for that year.’ Including steam rail- 
way financing for the year 1924, the 
total reached $2,469,936,796, or 64% 
of all corporate issues of record. 

But during the year 1925 even this 
sum was exceeded. Public utilities, 
excluding steam railways, issued a total 
of $1,725,033,504, or nearly $200,- 
000,000 in excess of the total for 1924. 


* Based on the reports of new capital flotations in 
the Commercial and Financial Chronicle. 


Other corporate financing, however, 
increased in volume at an even more 
rapid rate so that public utility issues 
represented 36% of all corporate issues 
of record during this year as compared 
with 40% in 1924. Steam railway 
issues were not in the same large vol- 
ume in 1925 as in the year 1924, rep- 
resenting only 11% of the total volume 
of corporate financing of record as 
compared with 24% in 1924. Real 
estate financing of record represented 
a large part of the increased volume of 
“other corporate” financing during 
1925, having more than doubled the 
volume of 1924 and representing, in 
1925, 16% of all corporate issues of 
record compared with 9% in 1924. 
An increasing number of foreign 


Volume of New Public Utility Security Issues in Millions of 
Dollars, by Months, 1919-1925° 
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PUBLIC UTILITY FINANCING: 1925 


public utility loans are being offered in 
the United States. During the year 
1925, issues other than those originat- 
ing in the United States and Canada 
amounted to $145,500,000, or 8.4% of 
the total volume of public utility issues, 
a marked increase over 1924 when for- 
eign issues represented only 0.5% of 
the total. German and Japanese loans 
represented the bulk of these foreign 
utility issues in 1925. 

Again in 1925 as in 1924 the volume 
of public utility securities issued for 
refunding purposes was low. Out of 
the total of $1,725,033,504, 86.7%, or 
$1,496,098,404, was for new capital 
and only $228,935,100 for refunding 
purposes (Table II). 

The proportion of public utility 
financing which was for short periods 
(5 years or less) and for longer periods 
has varied widely during the last 7 
years. In 1919 and 1920 short-term 
bonds and notes represented 55%, and 
44% of the total volume of issues, and 
in 1922 and 1923 only 5% and 6% 
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respectively. In 1924 and 1925 che 
proportion of short-term bonds and 
notes remained practically the same, at 
about 8% of the total. 

The proportion of stock issues to 
total volume was slightly lower in 1925 
than in 1924 but yet remained well 
above 30%, and represented in excess 
of $500,000,000 of the total par value 
issued (Table II). In 1925 preferred 
stock issues represented 61.5% of the 
total volume of stock issued compared 
with 45.6% in 1924. 


Volume of Financing by Classes of 
Utilities 


By dividing public utilities? into seven 
classes, the volume of new securities 
issued can be distributed to show the 
relative importance of each group. Thus 
telephone and telegraph companies ac- 
count for 16.4% of the total of domes- 
tic public utility issues, the gas utilities 


* Steam railways are not here included under the 
term “public utilities.” 


TaB_e I. VotuME oF Pustic UTitity FINANCING, 1919-1925* 


1919 1920 1921 1922 1923 1924 1935 
lanuary......... $119,368,600 |$ 80,431,000 |$ 65,760,400 |$ 5 55.4494 145,879,286 133,532,000 237,724,500 
ebruary........ 56,943,000 | 32,875,940 | 29,563,000 6, pe 78,706,600 105,997,700 205,324,225 

SO 29,495,600 | 32,625,500 | 30,307,090 5a, 747,000§| 112,398,800 93,510,250 171,557,000 

First Quarter..... 205,807,200 | 145,932,440 | 125,630,490 | 163,860,175 | 336,984,686 | 333,039,950 | 614,605,725 

6,049,000 | 45,508,000 | 30,424,000 | 59,979,000 76,135,000 82,400,200 
18,079,000 | 45,597,900 | 42,300,000 | 179,633,800 78,384,950 278,639,000 

31,344,000 | 23,944,400 | 11,250,000 | 115,131,500 110,406,300 145,507,250 141,418,625 

Second Quarter. 55,472,000 | 115,050,300 | 83,974,000 | 354,744,300 | 264,926,250 | 558,430,250 | 346,754,15S 

49,251,200 136,900,500 | 51,959,400 25,080,000 124,364,512 107,853,.33$ 

August.......... 24,081,500 13,708,800 | 38,911,000 | 25,693,220 47,457,050 74,131,400 111,538,800 

September....... 64,835,000 | 52,647,000 | 40,266,000 | 175,809,500 40,715,120 91,468,000 131,081,232 

Third Quarter....} 138,167,700 | 96,440,800 | 216,077,500 | 253,452,120 | 113,252,170 | 289,963,912 | 350,473,367 

29,120,000 | 39,095,3 39.533.000t 92,016, 70,634,500 109,590,162 
ovember....... 9.979.750 24,770,050 | 142,200, 191,770,552 2,017,835 121 

December....... 23,725,000 | 75,533,060 13,603,350 ise 659.750 160,828,000 132,907,400 182:164,309 

Fourth Quarter 62,824,750 | 139,399,010 | 245,403,230 | 208,377,300 | 423,233,052 | 348,205,.71§ | 413,200,257 


Classes 


securities and all classes of stock. 


ine detailed information is available for $150,000 out of this total. 
ation is available for $4,997,050 out of this total. 


§No detailed lebonation 1 is available for $350,000 out of th 


s total. 


Sopaid from the monthly record of new capital flotations of the Commercial and Financial Chronicle. 
ecurity issues of steam railroads are not included. 


Including all 
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Tasre IJ. PercentaGE DistriBuTION oF New Pusuic Utinity Security Issugs, sy 
CrassEs OF SECURITIES AND Purpose oF ISSUE, 1919-1925* 


Classes of Securities 1919 1920 1921 1922 1923 1924 1925 
Total—All Classes.............. 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
60.3 77.0 73-3 74.1 78.0 86.7 86.7 
Refunding................... 39-7 23.0 26.7 25.9 22.0 13.3 13.3 
Long-Term Bonds, Notes, etc. 37 43-9 70.5 64.5 71.3 57.5 59.5 
25.3 40.3 52.2 44.0 $1.7 47.2 49-7 
Refunding................... 12.3 3.6 18.3 20.5 19.6 10.3 9.8 
Short-Term | Bonds, Notes, etc. . 54.6 44.0 10.8 FG 5.7 8.4 8.7 
New Capital................. 27.4 25.6 3-7 2.0 4:3 7.0 6.9 
Refunding. 27.2 18.4 7.1 2.7 1.4 1.4 1.8 
7.8 12:1 18.7 30.8 23.0 34.1 31.8 
New Capital................. 7.6 11.1 17.4 28.1 22.0 9225 30.2 
2 1.0 2.3 1.0 1.6 1.6 


*Compiled from the records of the Commercial and Financial Chronicle. 


(single service) only 3.5%, and the gas__ of telephone and telegraph utility finan- 
and electric (composite) companies cing decreased slightly. While the 
39.7% of the total, purely electric percentage for gas companies (single 
(single service) companies account for service) rose from 1.6% to 3.5%, gas 
21.4% of the total issues while com- and electric companies (composite) in- 
posite railway and electric companies creased their proportion from 35.9% 
issued only 5.4%, electric railway com- to 39.7%; exclusively electric companies 
panies (single service) 2.3%, and water decreased from 27.6% to 21.4%. The 
companies 2.8%. proportion of railway and _ electric 

Comparison of this distribution with (composite) companies decreased from 
that for previous years may be made 8.1% to 5.4%, as did exclusively elec- 
by reference to Table III. As far as_ tric railway companies from 6.8% to 
a comparison with 1924 is concerned, 2.3%. The proportion of financing 
it is to be observed that the proportion attributable to water utilities increased 


Tasie III. PeRcENTAGE DistRiBUTION OF NEw Security IssuEs 
AccorpiInG To Utirity Ciass oF IssuING CoRPORATION, 1919-1925* 


Ig! 192 192, 192, 

Utility Class Percents Percent: e Percenti Percent e Percent: Percentage 

of Tota! of To of To of To of To of Tot of Ti 
Telephone and Telegraph........| 26.8 12.2 29.7 24.9 18.7 17.9 16.4 
4-9 2.2 2.2 8.5 8.0 1.6 3.5 
Gas and Electric............... 17.4 38.6 24.2 20.7 25.6 35-9 39-7 
Railway and Electric........... 26.6 17.7 25.9 21.1 9-7 8.1 5.4 
2.7 2.7 2.8 2.4 6.8 2.3 
100.0 100.0 100.0 100.0f | 100.0f | 100.0§ | 100.0] 


*Including all classes of interest-bearing obligations and all comes ol stock. Security issues of steam railways are not 
included. Compiled from the monthly record of new capital fl 1 and Financial Chronic 
TSteam utility issues of $6,000,000 and representing .7% of all —. are i in the total. Foreign utility issues of 
less than .1% included. 
{Steam utility issues of $300,000 are included in the total. 7 r 
“i or Bas Ae: issues of $2,314,000 and representing about .1% of all issues are included in the total. Foreign utility 
es of .§% included. 
sree, utility i issues to the amount of 8. 4% of total and steam utility issues to amount of -19% are included i in total. If 
foreign utilities were excluded, the distribution of security issues among the various classes would be as follows: Telephone and 
Telegraph, from: Gas, 3.9%; Gas and Electric, 43.3%; Electric, 23.4%; Railway and Electric, 5.9%. ‘Railway, 2.5%; 
‘ater, 3.1 
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Chart 11 
Volume of New Publio Utility Seourity issues Compared with the 
Volume of New Issues by All Other Classes of 
Corporations, by Years, 1919-1925° 
3,500 
000 Public Utility Corporations 
‘All Other Corporations 


} slightly from 2.0% in 1924 to 2.8% in 
1925. 


Extent of Holding Company Financing 


It was previously pointed out that 
only a small portion (13.3%) of the 
year’s volume of new security issues was 
for refunding purposes. Considerable 
duplication, however, probably does de- 
velop because of holding and operating 
company relationships. With this pos- 
sibility in mind, a segregation of new 
securities issued into three classes was 
made: (1) purely holding companies, 
(2) purely operating companies (that 
is, those which do not hold securities 
of companies whose properties they do 
not operate) and (3) those companies 
which are mixed in character, being at 


*The effect of the increased volume of foreign 
utility issues in 1925 amounting to 8.4% upon these 
percentages is to increase the smaller proportions 
slightly and the larger ones materially. Thus gas 


the same time operating companies and 
also controlling operating companies 
through security ownership. Out of the 
total volume of domestic public utility 
issues of all types in 1925, 45.7% was 
originated by strictly operating com- 
panies, 28.3% by companies of mixed 
character, and 26% by holding com- 
panies. 


Average Yield at Offering Price of All 
New Public Utility Security 
Issues in 1925 


The average dollar borrowed by 
public utilities of the United States and 
Canada in 1925 paid the lender 5.58% 
and the average yield per issue in that 
year was 5.81% (Table IV). The aver- 
age yield at offering price of new public 


and electric utilities accounted for 39.7% of the 
total but 43.3% when excluding foreign issues, and 
telephone and telegraph utilities 17.9% instead of 
16.4%. 
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Taste [V. WeiGHTED AND SIMPLE AVERAGE YIELD AT OFFERING Price oF New Pustic 


ALL TyPEs oF SECURITIES 


All Maturities Long-Term 


Short-Term 


n 


YASS 


utility security issues reached its highest 
point during the fourth quarter of 1920. 
Since that time there has occurred a 
sharp and practically uninterrupted de- 


of 1922. 


cline extending into the fourth quarter 
The years 1923 and 1924 


were a period of irregular movement 
which is in contrast to the conditions 


TABLE V. DistriBUTION OF NEw Lonc-TERM Pustic UTILity Bonp AND Nore Issugs 
AccorDING TO INTEREST YIELD AT OFFERING PRICE, 1919-1925 


Percentage Yield 


NuMBER OF IssUES 
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Year Weighted Simple Weighted Simple Weighted Simple Weighted Simple 
Vi 
Yield | Yield | Yield | Yield | Yield’ | Yield” | Yield” | Yield” 
1919 6.55 6.68 6.21 6.25 6.78 7a 6.54 
sons 6.06 6.34 6.03 6.32 6.39 6. 6.03 
1923 6.04 6.31 5.99 6.26 6.73 6. 6.11 
1924 6.03 6.14 7 6.16 5.97 6. 5.98 
5.81 5. 5.83 5.55 5. 5.56 
Ist Quarte 5.46 5.78 5.65 5.81 5.32 5. 5.48 
and Quarte 5.72 5.87 5.74 5.86 5.58 5. 
3rd Quarter 5-53 | §-77 | 5-50 | 5.77 | 5.68 | §. 5-45 
5.82 5.77 5.80 5.76 6. 5.65 
| 
1919 1922 1923 1924 1925 
2 I 5 13 
6 13 5 19 40 
6 22 14 45 38 
4 35 59 47 34 7.0 
13 2 38 42 44 21 
31 26 9 
6.0 
47 66 | ons | 192 205 256 235 
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during the year 1925. In this last year 
average yields at offering price were 
comparatively stable as compared with 
the years 1923 and 1924. The varia- 
tion of the simple average yield at 
offering price by quarters never was 
more than one-tenth of 1% from the 
average for the year (see Chart III). 
The average yields at offering price 
on new public utility security issues, in 
addition to holding very steady through- 
out the four quarters of 1925, reached 
the lowest levels of the last six years. 
The comparison between the year 1925 
and previous years is set forth in Table 
IV and shows the average weighted 
yield at offering price of all types of 
interest-bearing obligations to have 
been 5.58% compared with 6.03%, the 
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comparable figure for 1924. The simple 
average yield for all maturities declined 
proportionately from 6.14% to 5.81%. 


Distribution of the Number and Volume 
of New Long-Term Public Utility 
Bond and Note Issues Ac- 
cording to Interest Yield 


The decline in the average yield at 
offering price does not in some respects 
show the great change that has taken 
place during the last 7 years. During 
the year 1925 a number of issues at 
remarkably low rates were successfully 
sold. Limiting our analysis now only 
to long-term bond and note issues, it is 
found that 4 issues were sold to yield 
4.5% or less and 8 to yield 4.75% or 


Simple and Weighted Average Yield at Offering Price of New Public 
Utility Security Issues, by Quarters, 1919-1925° 
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Tasxe VI. DistrisutTion oF NEw Lonc-TgRM Pustic Utitity Anp Nore Issuzs, 
ACCORDING TO INTEREST YIELD AT OFFERING PRICE, 1919-1925 


TotTaL Par VALUE 
111,283,000 67,142,000 77,056,100 135,183,000 
§.5I—5.75 90,439,500 77,950,000 178,778,000 129,553,500 
41,594,000 |$ 5,275,000 |.............. 32,827,800 72,823,000 94,863,000 315,000 
-OI—6.25 11,300,000 1,400,000 | $110,872,000 98,186,000 201,404,200 123,004,500 $3,636,000 
6.26—6.50 16,361,000 8,100,000 1,300,000 105,892,500 75,338,300 106,197,000 Sa's8src00 
6.51—6.75 8,480,000 1,510,000 32,825,000 34,305,500 83,375,600 43,882,000 19,550,000 
6.76—7.00 17,750,000 | 31,613,500 10,205,000 35,785,000 17,313,000 54,055,000 4069.00 
7.0I—7.25 2,250,000 | 28,866,000 68,284,000 3,210,000 9,900,000 
42,900,000 101,639,000 »750,000 65,000 600,000 
7.76—8.00 |..........-- 41,280,000 33,050,000 18,000,000 
Total.. ~-peanienate '$204,228,500 | $420,949,000 | $586,004,200 | $662,016,100 | $797,680,900 | $703,871,500 


appeared on the average at lower yields 
becomes apparent. The largest volume 
of financing by long-term bond and note 
issues was between 5.26% and 5.51%. 
In 1924 it was between 5.51% and 
5.76%. In Table VI the distribution 
of the volume of new long-term bond 
and note issues according to yield at 
offering price is set forth for the last 7 
years. The ever-increasing volume is- 
sued at a yield of 5% and below indi- 
cates clearly the change that has taken 
place since 1921. 

The average rates at which preferred 
stock was issued during 1925 did not 
change greatly. In 1924 the simple 
average yield at offering price was 


less. The frequency distribution of 
the number of issues (long-term bonds 
and notes only) is set forth in Table V, 
which shows the largest number of 
issues (49) to have been between 5.76% 
and 6.00%, a rate higher than the 
weighted average yield. The large bulk 
of the issues, 161 out of 235, were sold 
at prices to yield between 5.26% and 
6.26%. Further analysis of Table V 
will show the limits of the large bulk 
of the issues to have moved about a 
quarter per cent lower each year from 
1922 to 1925. 

When the volume of new long-term 
bond and note issues is distributed in the 
same way, the fact that the larger issues 


Tasie VII. AvERAGE YIELD AT OFFERING PricE oF NEw Pustic UTILITY AND 
STEAM Raitway Security Issues COMPARED WITH THE AVERAGE YIELD AT 
OFFERING PRICE OF THE New Security Issues oF OTHER INDUs- 

TRIES AND ENTERPRISES, 1919-1924* 


Type of Industry 1919 1920 1921 1922 1923 1924 1925 

Public Utilities................. 6.68 1% 7:45 6.34 6.31 6.14 5.81 
lowe 5-9 94 09 3 5-29 

Land, Buildings, etc............ 6.40 7.29 49 .46 
6.72 7-55 7.88 7.01 6.67 6.52 .26 


*Compiled from the monthly record of new capital flotations of the Commercial and Financial Chronicle. All types of 
interest-bearing obligations are included. 
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7.09%, in 1925 it was 6.98%. The 
weighted average yield in 1924 was 
6.93% and in 1925, 6.70%. The num- 
ber of issues of record rose from 87 in 
1924 to 102 in 1925. 

The average rate at which public 
utilities borrowed capital in 1925 was 
not only an improvement over 1924 but 
represented also a relatively larger im- 
provement than took place in the rates 
at which other undertakings could secure 
capital (Table VII). The decrease 
for public utilities was from 6.14% in 
1924 to 5.81% in 1925 simple average 
yield, or .33, while the average for 
steam railways moved from 5.29% to 
5.28%, land and buildings from 6.46% 
to 6.29%, and all other types of indus- 
trial securities from 6.52% to 6.26%. 

A number of factors may be men- 
tioned as contributing to a lower cost of 
money to public utilities. A large part 


of the absolute decline is obviously at- 
tributable to the general decline in in- 
terest rates due to an abundance of 
investment funds. The relatively larger 
improvement in the rate at which public 
utilities borrowed, was, however, par- 
ticularly influenced by (1) the generally 
changed attitude toward public service 
undertakings; (2) satisfactory earnings 
secured by grant of rate increases, 
slightly falling costs, and greater efh- 
ciency; (3) the gradual elimination of 
the unequal competition of public bor- 
rowing by the reduction in the iricome 
tax; and (4) the ever-widening market 
for public utility securities which was 
given its first impetus by the customer 
ownership campaigns during the period 
of money stringency. The recent fur- 
ther reductions in income tax rates may 
be expected to operate toward even 
lower rates on public utility borrowing. 
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The departments of the JouRNAL are edited specifically with regard to 
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problems of land and public utilities. For the most part the material for 

the departments will be prepared by members of the staff of the Institute 
for Research in Land Economics and Public Utilities. 
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Walter M. W. Splawn. THE Conso.ipa- 
TION OF RatLroaps. New York: The 
__—__ Company, 1925. pp. vii, 290. 

3. 

In all discussions of the “railroad 
problem” in the years since the Armi- 
stice was signed, consolidation has held 
a prominent place. Much has been said 
upon the subject by men whose knowl- 
edge is broad and whose prejudices are 
few—and much has been said by others. 
Numerous articles have been published 
and the Interstate Commerce Commis- 
sion has gathered an almost unparal- 
leled mass of evidence through its hear- 
ings upon the so-called “Tentative 
Plan.” Until the appearance of Pro- 
fessor Splawn’s volume on The Consoli- 
dation of Railroads, however, nothing 
was available within small compass and 
accessible to all, which gave in more 
than skeleton form a presentation of 
the facts and conclusions relative to 
consolidation. Dr. Splawn renders the 
public a real service by offering a 
book which deals adequately with this 
subject. 

In Chapter I the author considers the 
various factors which prompted differ- 
ent groups to lend support to the move- 
ment for consolidation; among these the 
“weak line’ problem, the general 
readjustment of rates, expected econo- 
mies in operation, and an improved 
general credit standing are most con- 
spicuous. The second chapter is 
devoted to a presentation of the 
“Ripley Report,” which formed the 
basis of the “Tentative Plan” later 
issued by the Commission. In Chapter 
III are presented the ‘Tentative Plan” 
itself, the Oldham Plan for the railways 
of the country as a whole, and the 
Holden and Splawn plans for the dis- 


position of the railways in Western 
territory. 

The development of methods of pro- 
cedure to be followed in Commission 
hearings is described in Chapter IV, and 
at this point Dr. Splawn criticizes the 
resulting record in sharp language. 
Indeed, he insists that the failure of the 
record to embody evidence concerning 
the relative costs of rendering trans- 
portation, the value of properties, and 
the causes of the weakness of necessi- 
tous properties is a glaring inadequacy 
and makes the present record, volumi- 
nous though it is, a wholly insufficient 
basis for the determination by the Com- 
mission of any “Final Plan.” In Chap- 
ters V and VI the author devotes 
almost 100 pages to the hearings held 
by the Commission on the “Tentative 
Plan,” here presenting in some detail 
the attitude of the carriers and of other 
interested groups upon controverted 
points. In these chapters the discussions 
of the Trunk Line situation—particu- 
larly as affecting the Central of New 
Jersey—of the New England tangle, 
and of the disagreement in the West 
arising out of the suggested disruption 
of the “Hill System,” deserve especial 
commendation. They are interestingly 
and carefully done. 

The advantages and the disadvan- 
tages of consolidation are then summa- 
rized in two brief chapters. A sharp 
criticism of compulsory consolidation is 
offered in Chapter IX, together with a 
portrayal of the evils of its probable 
ultimate outcome—government owner- 
ship. In it, too, appears a fine tribute 
to the accomplishment of the unconsoli- 
dated American railways during the 
recent years. 


In the final chapter of the book, vol- 
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untary unification of the railways is 
urged as a proper policy. This unifica- 
tion should continue through a period 
of years, the movement progressing 
slowly and along lines compatible with 
the carriers’ interest — always subject, 
of course, to control by the Interstate 
Commerce Commission in public behalf. 
In his concluding paragraphs, the 
author holds, in answer to Professor 
Ripley’s exhortation to “go forward 
courageously, adhering to an ideal,” 
that such advance would be foolhardi- 
ness. “It would be to say that private 
initiative, that the enterprise of those 
engaged in transportation, that eager 
capital seeking investment along the lines 
of economic advantage and require- 
ments, that the promoter’s alertness, the 
banker’s counsel, the investor’s judg- 
ment will no longer serve to benefit rail- 
road transportation . . . . that they 
are now to be thrown into the discard, 
and there shall, once for all, be substi- 
tuted for them the findings of a com- 
mission based upon a record rather nar- 
row in scope and partisan in content.” 

This statement seems to sketch, in 
lines sufficiently bold even for the con- 
firmed adherents of the status quo, the 
catastrophe which awaits the railways 
if consolidation is pressed too hard. 
Comparatively few men have reached a 
final conclusion regarding the soundness 
of consolidation along prescribed lines 
and under governmental pressure, 
either gentle or forceful; but Dr. Splawn 
has. Indeed, he seems to evidence a 
certain antagonism to effective public 
participation in any unification program. 
Whether this antagonism is due to an 
inherent conservatism, to a feeling that 
no plan would do justice to the South- 
west of which the author’s own state is 
a considerable portion, or to some other 
factor, one can only surmise. Appar- 
ently, however, his opposition to con- 


solidation as a method of escape from 
certain difficulties leads him to mini- 
mize, if not almost ignore, the existence 
of problems for the solution of which, 
if he denies the adequacy of consolida- 
tion as a remedy, he offers no construc- 
tive suggestions, let alone a definite 
plan. Dr. Splawn seems to find noth- 
ing good in the Commission’s ‘‘Tenta- 
tive Plan.” He indicates that the lack 
of interest on the part of the strong 
roads in taking over the weak is clear 
evidence of the futility of consolidation 
by any set plan. Does he not forget that 
mere admonition is unlikely to persuade 
the able to assume eagerly the burdens 
of the weak, and, too, that public policy 
might be promoted better by its exercise 
of initiative than by action “after the 
fact”? 

Aside from the antagonism to con- 
solidation which the reviewer feels is 
characteristic of the book, there are 
other criticisms of a minor character 
which may be made. No book dealing 
in detail with railway consolidation 
should be issued without a wealth of 
maps, for the “layout” of railway lines 
is familiar to few; yet this volume con- 
tains not a single map to illustrate or 
clarify the text. Then, too, the book 


‘was poorly proof-read. Some of the 


surviving errors are not serious, as the 
repetition of “Colorado Southern” in 
several places, but others are certain to 
cause difficulty for the lay reader. For 
example, reference to the “Baltimore & 
Maine” and the “Baltimore & Albany,” 
and particularly to the plan to group the 
New York Central with the Baltimore 
& Ohio (p. 157), tend to confuse the 
reader. 

However, despite a possible over- 
emphasis of the obstacles to consoli- 
dation, with an accompanying under- 
emphasis of certain difficulties in the 
present situation, and despite its textual 
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errors, The Consolidation of Railroads 
merits wide reading. Dr. Splawn has 
given the public a discussion of a timely 
subject which may aid in shaping legis- 
lative policy. Particularly it may serve 
to discourage too hasty and ill-consid- 
ered pressure upon the carriers to align 
themselves in a certain set manner. His 
work, the more because of its touch of 
bias against consolidation, is especially 
recommended to those who believe that 
unification is a panacea for all major 
railway ills now known, and a “charm” 
which will give immunity from other 
ailments through future decades. 
SipNEY L. MILLER 


Secrist, Horace. AN INTRODUCTION TO 

STaTisTIcAL MetuHops: New York: 
The Macmillan Company, 1925. 
pp. xxxiii, 584. $4. 

Jerome, Harry. Sratistican MeETHop. 
New York: Harper & Brothers, 1924. 
pp. xxiv, 395. $4. 


Both these books clearly deserve a 
place among the half-dozen new Ameri- 
can texts in the field of elementary 
economic statistics which may be ranked 
as excellent. The writers, though not 
distinguished as mathematical statisti- 
cians, bring to the subject two requisites 
for a satisfactory elementary treatment 
of the increasingly important mathe- 
matical phases of the subject: a knowl- 
edge of the elementary methods and 
principles of mathematical statistics, and 
an understanding of the difficulties of 
the average beginner. As statisticians 
of experience and recognized standing, 
their choice of subject-matter and em- 
phasis commands respectful considera- 
tion. 

Following his introductory chapter 
on “The Meaning and Application of 
Statistics and Statistical Methods,” 
Professor Secrist proceeds to an unusu- 
ally thorough discussion of the prob- 


lems which may be encountered in the 
first steps of a statistical investigation: 
the choice and critical appraisal of sec- 
ondary data, in case the basic data have 
already been collected; and the prelimi- 
nary analysis, and problems and meth- 
ods of collection, where the data must 
be sought from original sources. A 
chapter follows which emphasizes the 
need for care in the choice and definition 
of units of measurement and in the 
selection of ratios or coefficients in 
which to express the data for presenta- 
tion and analysis. The principles and 
cautions contained in these chapters are 
further emphasized and illustrated by a 
chapter on “Methods in a Study of 
Wages.” 

Professor Jerome covers substan- 
tially the same material, but less com- 
pletely and in considerably less space. 
The subject of collection of data is trans- 
ferred to the end of the book, which 
seems to me preferable, and ratios and 
coefficients are treated in a chapter fol- 
lowing the discussion of averages, under 
the general head of “Analysis,” where 
they logically belong. 

Professor Jerome’s inclusion of a dis- 
cussion of sampling as his second chap- 
ter seems a particularly happy arrange- 
ment. Some idea of the nature and prob- 
lems of sampling is essential, I believe, 
to an understanding of subjects treated 


in every one of the subsequent chap- — 


ters, and, while the theory of sampling 
cannot be treated with any thoroughness 
at this early stage, the statement of the 
problem and of the “law of statistical 
regularity” serves a very useful purpose. 

The subjects of classification and tab- 
ulation and graphic presentation are 
treated carefully and at length in both 
texts. The numerous excellent charts 


included by Professor Jerome should 


prove particularly valuable, though 
many statisticians will not approve his 
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general use of slanted lettering. Pro- 
fessor Secrist’s reliance on typesetting in 
place of hand-lettering in the majority 
of his charts detracts considerably from 
their usefulness as models for class use, 
and many of his charts are subject to 
the criticism that too many background 
lines are shown or that they have been 
‘reproduced on too small a scale. There 
are few charts in Secrist’s book that 
most statisticians would choose as 
models. 

The notable developments of the past 
five or ten years in the methods of 
analyzing time series are given very full 
consideration in both texts, although 
Secrist omits consideration of the use- 
ful device of correlating first differences. 
The increasing use of correlation meth- 
ods and interpretations based on the 
theory of probability is given recogni- 
tion in the form of discussions consider- 
ably more complete than appear in 
earlier American texts. In the treat- 
ment of index numbers, Jerome has 
done especially well in summarizing Irv- 
ing Fisher’s time-reversal and factor- 
reversal tests for index number formu- 
las, but neither Jerome nor Secrist can 
be said to have solved the very difficult 
problem of condensing the results of 
Fisher’s study or of coordinating them 
with the results of other studies. 

Teachers who have used the first edi- 
tion of Secrist will look with especial 
interest to the style of the new edition. 
The revision has extended even to a 
careful rewording of sentences in those 
parts which remain otherwise un- 
changed, but awkward and difficult sen- 
tences are still unfortunately frequent. 
Secrist’s characteristic tendency to ab- 
stract statement and generalization re- 
mains conspicuous and renders the book 
extremely difficult for a _ beginner, 
though it will probably add to its in- 
terest for many more mature and experi- 


enced readers. Some of his generaliza- 
tions on the subject of graphic presen. 
tation should be particularly useful, even 
for the beginner. 

This is not the place for a discussion 
of the merits of the choice of subject- 
matter and emphasis in the two texts un- 
der review, but it seems pertinent to sug- 
gest that the treatment of averages and 
dispersion might be made both easier 
and more effective if prefaced by a more 
adequate discussion of frequency distri- 
butions and a description of the forms 
more commonly met with. As it is, the 
student is admonished to choose care- 
fully the form of average to be used 
without being given an adequate under- 
standing of the purpose of averages or 
a sufficient basis for making the choice. 
Urging upon him problems of choice 
with which he is unable to cope, results 
commonly in a failure to grasp the sig- 
nificance of certain very simple criteria 
of choice which are nevertheless highly 
important. In the reviewer’s opinion, 
the relatively simple subject of averages 
is the least satisfactorily treated in 
these, as in several other of our best 
elementary texts. 

Ho.srook WorkING 


Long, John C. Pusric ReLations. New 
York: McGraw-Hill Book Company, 
Incorporated, 1924, ix, 248 pp. $3. 

Public Relations is a useful work. 
The author and publishers have done a 
real service in making it available. 

The book presents the essentials of 
practical and effective publicity, as an 
agency in the public relations work of 
public utility and other business institu- 
tions, with a clearness and completeness 
to be found in no other work that I have 
ever seen. Sanity and intelligent prac- 
ticality are its characteristics; on every 
page it justifies its sub-title, “A Hand- 
book of Publicity.” 
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The work covers practically every 
phase and detail of the field; the medi- 
ums for effective publicity—newspapers, 
feature syndicates, magazines, trade and 


technical publications, house organs, the 


pulpit and platform, motion pictures, 
radio, and so forth—as well as ways and 
means of using each medium intelli- 
gently and, therefore, effectively for a 
variety of enterprises—corporations, 
retail stores, financial institutions, cham- 


_ bers of commerce, trade associations, 


philanthropic enterprises, and individ- 
uals, 

These conclusions follow a careful 
reading that was begun in a mood of ex- 
treme skepticism. This is not to say that 
Mr. Long has evolved anything sensa- 
tionally new. He has done better than 
that. He has put together what every 
competent publicity man knows—“com- 
petent” including honesty and integrity 
of purpose, as well as facility in execution 
—and he has done it clearly, succinctly, 
and sanely. The most seasoned pub- 
licity or public relations worker will find 
the first chapter worth frequent reread- 
ing as an aid to keeping his point of view 
and perspective properly adjusted; he 
will find in the succeeding chapters in- 
teresting reminders of details which 
may not be constantly in mind. 

This first chapter has some especially 
interesting paragraphs on “Listening as 
Important as Telling.” The dividing 
line between advertising and legitimate 
publicity is clearly drawn, the attitude 
of really representative newspaper edi- 
tors in this relation is reflected, and a 
practical working guide or code of ethics 
for public relations or publicity work is 
offered as follows: (1) Public rela- 
tions or publicity material must be true; 
(2) It must be honestly presented with- 
out attempt to conceal the source; (3) 
It must be interesting; (4) It must be 
intelligent. 


The book will not make a high-geared 
“expert” out of a novice, but it will help 
anybody who has to do directly or 
indirectly with entirely honest public 
relations or publicity work. If it were 
read generally and accepted by indus- 
trial and commercial executives to whom 
public relations or publicity workers 
report, we would soon hear less about 
public misunderstanding of, or hostility 
to, “big business.” 

BERNARD J. MULLANEY 


Record, S. J., and Mell, C. D. Timers oF 
TropicaAL AMERICA. New Haven, Con- 
necticut: Yale University Press, 1923. 
610 pp. $10. 


This is the first attempt in any lan- 
guage to give authentic and detailed 
information on the timber resources of 
the neighboring countries to the south. 
The book consists of two parts. The 
first part, comprising 82 pages, contains 
descriptions of the tropical American 
countries with respect to their forests, 
climate, topography, population, and 
other factors involved in the exploita- 
tion and development of timber re- 
sources. 

One is impressed with two apparently 
incongruous statements, namely, the 
large amounts of standing timber, in- 
cluding a great diversity of species, in 
the tropics, and the importation of oak 
and pine lumber into the tropical coun- 
tries from the United States. This sit- 
uation exists because the exploitation of 
forests in Mexico, Central America, 
South America, and the West Indies has 
so far been mostly for what might be 
called precious woods, such as mahog- 
any, lignum-vitae, logwood, rosewood, 
and Spanish cedar, for export, leaving 
the home lumber industry undeveloped. 
Hence, the coastal regions depend to a 
considerable extent on the sawed timber 
and lumber from the United States for 
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pine, spruce, fir, and oak on the high- 
lands of Mexico and Central America, 
a resident of this country does not find 
familiar tree species in the tropics. The 
great diversity of timber species found 
there, while affording a wide variety to 
choose from, is a handicap from the 
point of view of economical exploita- 
tion. Since any particularly desirable 
kind of tree is scattered among many 
less desirable species, and labor is poor 
and transportation facilities are inade- 
quate, timber exploitation in the trop- 
ics is very expensive. 

The following statement summarizes 
the situation so far as augmenting our 
timber supply is concerned: “. . 
the forests which offer the best oppor- 
tunities, from the standpoint of supply- 
ing the United States in the early 
future, are located in Mexico, Central 
America, northern South America, and 
the lower Amazon. Southern South 
America requires more timber than it 
can produce, while most of the timber 
stores of the upper Amazon will await 
the needs of the distant future.” 

The second part of the book, com- 
prising 472 pages of text with numerous 
illustrations, contains descriptions of 
hundreds of the more important species 
of timber. One need not read far be- 
fore he realizes that the common im- 
pression that tropical timbers, as a rule, 
are exceedingly hard and heavy, is 
erroneous. Not only do the heaviest 
timbers, some of which will sink even 
when dry, grow in the Tropics, but also 
the lightest, some being lighter than 
cork. Woods of all intermediate gra- 
dations in weight also are found. 

The descriptions of the timbers in- 
clude the common names—in which the 
native dialect is rich—occurrence, size, 
properties, appearance, minute anat- 
omy, and uses. The descriptions of the 
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building purposes. Except for the cedar,- 


wood are in nearly all cases based on 
authentic samples technically analyzed 
by Professor Record, the senior author. 
They savor of the accuracy characteris- 
tic of scientific research and lack the 
ambiguities and generalizations so often 
found in trade papers. Five species of 
mahogany are recognized by botanists, 
but the lumber trade does not differen- 
tiate them, except that the species grow- 
ing in the West Indies is heavier and 
harder than that of the mainland and 
is usually referred to as Cuban mahog- 
any. Mahogany grows from the south- 
ern tip of Florida and southern Mexico 
to Venezuela and Peru, including the 
West Indies, but not in Brazil and 
countries farther south. 

The authors lament the meagerness 
of exact data concerning the stands, 
availability, and characteristics of trop- 
ical timbers and point to the need of 
this country’s making a comprehensive 
study of those timbers for the pro- 
tection and development of its own 
industries that depend on wood as a 
raw material. 

Just one criticism the reviewer wishes 
to make—namely, that a map should 
have been included to refresh the read- 
er’s memory of the geographical fea- 
tures of the countries described. With 
the exception of this minor omission 
the book will be found an excellent 
reference, not only for those wishing to 
exploit available foreign species of tim- 
ber, but for the economist desiring to 
study the possibility of augmenting our 
vanishing timber supply by importations 
and the extent to which it is necessary 
to rely on our own potential timber 
lands for future supplies. One thing 
seems certain, there is no possibility of 
a flood of cheap lumber coming in from 
the equatorial countries and ruining our 
lumber-producing industry. 

ARTHUR KOEHLER 
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BOOK REVIEWS 


- Crum, W. L., and Patton, A. C. An INTRO- 
DUCTION TO THE MetTuHops oF Eco- 
nomic Statistics. Chicago: A. W. 
Shaw Company. 1925. 493 pp. $6. 


This volume was prepared for “stu- 

dents who are interested in the applica- 
tion of statistical methods to economic 
problems,” but it should also be useful 
to the working statistician. Part I, 
“Statistical Data,” deals with the 
sources, collection, tabulation, and chart- 
ing of statistical data; Part II, “Gen- 
eral Analytical Methods,” with aver- 
ages, dispersion, the normal law of 
error, and correlation; and Part III, 
“The Analysis of Time Series,” with in- 
dex numbers, trends, seasonal variation, 
and cyclical fluctuations, including “Lag- 
ging Correlation and Forecasting Se- 
quence.” The closing chapter appraises 
the usefulness of various “specialized 
methods,” such as statistical deflation. 
The hundred pages of appendix contain 
tabular data in support of text charts 
and for practice work; useful sugges- 
tions for laboratory practice, partic- 
ularly with regard to the transcription 
of data and computations; and brief 
mathematical appendices giving the 
proof for some of the formulas for fre- 
quency curves and correlation coeffi- 
cients. A brief bibliography, a table 
of four-place logarithms, and a list of 
symbols complete the appendix material. 
There is no list of the charts and 
tables. 

On the whole, the subject-matter of 
this book is not new, but in some respects 
the treatment and emphasis are different 
from that of other texts in the same 
field. Economic statistics are used al- 
most exclusively for illustrative pur- 
poses. The illustrative tabular ma- 
terial is abundant and the book is 
copiously illustrated with simple charts, 
based upon well-selected subject-matter. 

Among the noteworthy features in 


Part II, dealing with “‘analytical meth- 
ods of summarization and interpreta- 
tion,” are explanations of the “skele- 
ton method” of computing the mean, 
the standard deviation, skewness, and 
the coefficient of correlation; also a 
good discussion of fitting a normal 
curve. The introduction of a chapter 
on the correlation table prior to the dis- 
cussion of the coefficient of correlation 
helps to clarify the concept of correla- 
tion. The treatment of ‘Further Cor- 
relation Methods” is not quite so effec- 
tive. Also, the introduction of expo- 
nential and inverse-exponential aver- 
ages, with little accompanying explana- 
tion of their use, is of doubtful value 
in a student textbook. 

In a treatise which emphasizes the 
use of statistical technique in analyzing 
economic phenomena, there is much to 
be said for the author’s method of 
segregating the treatment of time series 
(see Part III). The value of the book, 
particularly as a reference text for the 
practicing statistician, would be in- 
creased by a fuller discussion of the 
devices other than the link-relative 
method for computing typical seasonal 
variation, and, particularly, by an ex- 
planation of the concept of changing 
seasonal variation, to the development 
of which the authors have themselves 
contributed. Likewise, the moving aver- 
age is dismissed with somewhat too 
scant consideration. 

This book is intended for those who 


have no mathematical training other | 


than elementary algebra and a knowl- 
edge of logarithms, and complicated 
mathematical formulas and proofs are 
relegated to footnotes or the appendix. 
Portions of the text will, nevertheless, 
be somewhat difficult reading for those 
who are not mathematically minded. 
Paragraph headings to supplement the 
numbered section divisions would make 
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the appearance of the text less formid- 
able to the student. 

Throughout the book the explanation 
of computation processes is strengthened 
by illustrative working tables, the termi- 
nology and classifications are logically 
coordinated, and care has been taken to 
point out the limitations of the several 
methods employed. 

There are few typographical errors 
and these are rarely such as to cause 
confusion to the reader. The caption 


of Table 64 should read “Dollar Inter- 


In the middle of page 297, fe 


vals.” 


should read 

This volume is a useful addition to 
the long list of treatises on statistical 
method which have appeared within 
the last year or two, and should aid in 
giving an impetus to instruction and 
practice in the application of the quan- 
titative method to the analysis of eco- 


nomic problems. 
Harry JEROME 
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SUMMARIES OF RESEARCH 


THE “AGRICULTURAL LADDER” IN 
FOREIGN COUNTRIES 


research is taking over from the 

research methods in physical 
sciences is that of setting up working 
hypotheses to be tested by the facts 
found in the course of the investigation. 
This working hypothesis method is be- 
ing applied to the comparative study 
of problems of farm tenancy in various 
countries and their bearing upon land 
tenure in the United States. The pur- 
pose of this note is to state these tenta- 
tive assumptions and invite criticism of 
them. 

One of the first things that such a 
study of farm tenancy should recognize 
is the special significance of the economic 
and social structure which has gradually 
evolved in the United States. In other 
words, the achievements of modern 
democracy which have been realized and 
built into American institutions form a 
setting that throws new light on the 
situation and outlook of land tenure. 
The study of land relationships in a 
democratic state has become an impor- 
tant problem only in the last few dec- 
ades, but now it is growing in impor- 
tance as democracies are increasing in 
number. 

American land tenure is primarily 
determined by the advancement of the 
farming population from the position of 
laborer or tenant into that of full owner 
or retired farmer. This movement is 
commonly called the “agricultural lad- 
der” and is in some respects more con- 
spicuous in America than in any other 
country. ‘This situation, where actual 
cultivators through their efforts and 


O'= of the devices which economic 


ability find an opportunity for personal 
promotion and the attainment of a cer- 
tain economic independence, seems to 
be desirable on many grounds; first of 
all, probably, because it keeps in the 
agricultural industry a larger propor- 
tion of able and efficient workers. In 
comparing tenancy of the United States 
with that of other countries it is thus of 
great importance to investigate to what 
extent the progress of cultivators on the 
agricultural ladder is secured by the 
existing social and economic conditions. 

What conditions prompt and facili- 
tate progress of the farming population 
along the “agricultural ladder”? What 
institutional arrangements aid this proc- 
ess? These brief notes do not under- 
take in any way to pass judgment on the 
superiority or desirability under all cir- 
cumstances of the American land system 
in preference to other possible arrange- 
ments in land relations. Assuming, 
however, that we desire a large propor- 
tion of able and efficient farmers and 
that advancement along the “agricul- 
tural ladder’’ is the best means to that 
end, we have in mind four factors which 
seem especially essential in fostering 
those conditions: (1) the diffusion of 
landownership, (2) free land transfer, 
(3) an educated rural citizenship, (4) 
a high wage level and the possibility of 
individual advancement in a competi- 
tive society. 


Diffusion of Landownership 


From the American standpoint, the 
diffusion of land among the actual culti- 
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vators seems to facilitate the desired 
advancement on the “agricultural lad- 
der.” Past experience in this country 
as well as in some other countries indi- 
cates that this feature is basic to a 
democratic system of land tenure. 
Nothing has probably been so instru- 
mental in fostering the democratization 
of this country as the influence of the 


‘West settled by cultivator-owners. As 


a result of the land policies of the 
United States, diffused landownership 
and small-scale farming have become 
the prevailing system in American agri- 
culture, thus establishing the most im- 
portant basis for effective advancement 
along the agricultural ladder. 

In many other countries this has not 
been the case. In these countries the 
development of land tenure has not 
brought about a distribution of land- 
ownership that seems adequate from the 
standpoint of the agricultural ladder. 
In a number of new countries like Aus- 
tralia and New Zealand the concentra- 
tion of land in large holdings was at the 
very beginning an outstanding feature 
of land tenure, and in some cases 
seemed to interfere with an orderly 
settlement by small cultivators. The 
problem of tenancy, nevertheless, has 
not yet become very acute in these 
countries, since large land areas are still 
obtainable on a small payment, and 
afford a natural outlet for the landless 
agricultural population. 

As to the opportunities for advance- 
ment of the actual cultivator along the 
agricultural ladder from the position of 
laborer and tenant to that of a full 
owner, various countries may be classi- 
fied roughly into three distinct groups: 

1. In some countries large land- 
ownership and large-scale farming pre- 
dominate, and there seem to be slight 
or no possibilities of advancement with- 
out an intervening force. 


The land tenure of England before 
the World War may well be examined 
as representative of this first group. As 
a rule it is very difficult for an agricul- 
tural laborer to become a tenant or an 
owner without outside aid. The agri- 
cultural laborer in England is frequently 
doomed to remain in the same status 
from one generation to another. A 
great proportion of the land area in 
England is held in large units, remain- 
ing for generations in the same family. 
In order to bring land on the market in 
adequate units governmental interfer- 
ence has been required sometimes, and 
has occurred either indirectly through 
taxation or directly through drastic leg- 
islative measures. But even then the 
process of promoting diffused owner- 
ship is not completed. The wages of 
laborers are not much above the level of 
subsistence, and further aid of the gov- 
ernment will be needed, if they are to 
succeed in climbing the agricultural lad- 
der. The problem of England in in- 
stituting an adequate system of land 
tenure is more complicated than in many 
other countries, due to farming on a 
large scale by farmers employing agri- 
cultural laborers. Any scheme of ad- 
justing present land relationships along 
American lines must, therefore, take 
into account the agricultural laborers 
who comprise over two-thirds of the 
entire agricultural population. The 
land system of England is thus an illus- 
tration of a system of tenure in which 
the movement along the agricultural 


ladder could not easily take place on any 


considerable scale. 

2. In other countries small and large 
ownership, but small-scale farming, 
predominate; advancement seems pos- 
sible, although with certain limitations. 

Probably the best illustration of the 
second type of land tenure is found in 
the agricultural organization of Bel- 
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gium. Large ownership is still a domi- 
nant feature in a considerable part of 
the country. It is to be understood 
that large ownership in Belgium does 
not necessarily mean the same as in this 
country; under intensive cultivation of 
the Belgian soil a holding of over a 
hundred acres is considered in many 
districts to be a large estate. Farming 
in Belgium is, however, small-scale agri- 
culture with a high percentage of ten- 
ancy. 

One might add, however, that numer- 
ous small owners do exist in Belgium, 
but their holdings do not surpass in 
many cases two or three acres and are 
nothing more than allotments for their 
dwellings and small gardens. In addi- 
tion to their own small holdings the 
Belgian peasants usually cultivate small 
parts of some large estate and work on 
it with their families. Under these 
circumstances every laborer may have 
the prospect of becoming a tenant in 
the course of time, but apparently as a 
general rule he can only become a land- 
owner in so far as the meager supply of 
owner-operated land comes on the mar- 
ket or when some large estate is sub- 
divided into smaller units. As a matter 
of fact, due to the great demand and 
higher prices for small holdings, the 
subdivision of land of the large estates 
seems to be going on constantly, being 
undertaken either by the landlords 
themselves or by private companies and 
individuals, 

In comparison with the English sys- 
tem of land tenure, the Belgian system 
represents a marked advance from the 
American standpoint. The movement 
along the agricultural ladder is here 
already in operation, although with cer- 
tain limitations. It thus appears that 
a high percentage of tenancy in coun- 
tries like England, and to a certain ex- 
tent Belgium, is caused in part by the 
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scarcity of land for the cultivators who 
wish to advance along the agricultural 
ladder. 

3. Finally in some countries small 
ownership with small-scale farming pre- 
dominates; under these conditions ad- 
vancement is possible along the agricul- 
tural ladder. 

Conditions of land tenure in France 
may be taken as representative of land 
relationships in this third group of 
countries. As compared with England 
and Belgium, concentrated ownership 


‘has been eliminated to a considerable 


degree through the dissolution of large 
estates and suppression of legal ob- 
stacles to small holdings at the time of 
the French Revolution. Although large 
holdings are found in many regions of 
France, they do not appear to be a seri- 
ous problem in the development of 
diffused landownership. Small-scale cul- 
tivation is carried on either by owners 
or tenants in a major part of the coun- 
try. The agricultural laborer and ten- 
ant, through efficiency and effort, may 
rise to a higher level, although in prac- 
tice landownership is acquired more 
often through inheritance than through 
personal achievement. It will thus be 
seen that, as far as land tenure is con- 
cerned, progress on the agricultural 
ladder seems possible in France, but 
shortcomings in other directions prevent 
effective advancement. Failure of the 
French nation to provide adequate so- 
cial conditions for the development of 
its farming population is believed to be 
mainly responsible for this situation. 


Free Land Transfer 


The existence of small-scale owner- 
ship in any country does not ‘in itself 
secure an efficient operation of the agri- 
cultural ladder. If the owner of a cer- 
tain land unit is not allowed to alienate 
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it freely, the effect on supply of land for 
the advancing cultivator will be similar 
to that of a concentrated ownership. 
To consider land as an object of free 
transfer from one individual to another 
like any other commodity in commercial 
relations has become possible only in the 
most advanced and progressive coun- 
tries. The United States is a notable 
example of complete freedom in land 
transfer. Restrictions on land transac- 
tions exist, however, in many European 
and Eastern countries. 

But it may not be wise to make too 
sudden changes in this respect. As an 
example of an undeveloped country 
which has restricted the transfer of 
land, India may be mentioned. When 
the British Government assumed con- 
trol over Indian provinces, it attempted 
to introduce in many localities complete 
freedom in land transactions. As the 
result of this innovation, numerous land 
holdings passed into the hands of money 
lenders and the more efficient cultiva- 
tors, and the percentage of tenancy rose 
to such an extent that in the year 1901 
it became necessary to pass an amend- 
ment in restraint of free trade in land. 
Due to the ignorance of the population, 
it was thought necessary to reverse the 
policy and retain land artificially in the 
hands of the peasants. 

The evils of restricted land transfer 
are to be seen in Russia before the war 
where common ownership and periodi- 
cal redistribution of land in the com- 
munes confined peasants to a miserable 
existence on constantly diminishing land 
holdings as population grew in num- 
bers. 

Another important limitation on free 
transfer and free land relations is found 
in the restrictive inheritance laws which 


exist in various countries. It is com-_ 


monly believed that the law and custom 
of primogeniture, together with entailed 


estates, in England, prevents the disper. 
sion of land and promotes its concen. 
tration in large tracts." On the con- 
trary in France as well as in Belgium 
rural estates are compulsorily subdi- 
vided in equal parts among the heirs. 
Likewise in India by the Hindu law of 
inheritance in the Bombay Deccan every 
male member of the family obtains a 
share in the ancestral property, not on 
his father’s death, as is usually the case, 
but at birth. 

Apparently one effect of restrictive 
laws interfering with economic adjust- 
ments of land relations in a number of 
countries, is to make possible a high per- 
centage of ownership and to suppress 
the growth of tenancy. On the other 
hand, this situation tends to encourage 
the substitution of small, inefficient 
peasant proprietors for a more desir- 
able type of prosperous farmers. In 
marked distinction with this it seems 
that in the countries with free land 
relationships, always provided favorable 
social and economic conditions are pres- 
ent, opportunities are given for the 
movement of land into the hands of a 
more efficient part of the farming popu- 
lation through the operation of the 
process described as the “agricultural 
ladder.” 


Educated Rural Citizenship and Pos- 
sibilities of Economic Advancement 


It has been mentioned that the in- 
stitution of free land relationship is 
possible only in the most advanced com- 
munities. Where the rural population 
is still in a backward condition, all kinds 
of safeguards for retention of the land 
in the hands of the actual cultivators 
must be provided for and these become 
incorporated in the system of land ten- 


* Certain changes in these laws and customs 
have recently been enacted by Parliament. 
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ure. Since the end of the Great War, 
many Eastern European countries, 
through drastic revolutionary measures, 
have changed their forms of land tenure 
in favor of cultivating ownership. The 
dominant motive and purpose of all 
these changes seems to be to keep na- 
tional land areas in the hands of tillers 
of the soil. 

With diffusion of landownership in 
all these countries, as well as in older 
European civilizations, their problem 
of land tenure becomes similar to the 
American problem. The rise of the 
intellectual level of the rural population 
is becoming the most important issue in 
the minds of those leaders and states- 
men who strive to build a firm founda- 
tion for the newly introduced demo- 
cratic systems of land tenure. In order 
to avail themselves fully of all the ad- 
vantages of scientific methods of con- 
ducting farming operations either in the 
technique of production or business side 
of farming, an educated rural citizen- 
ship becomes an indispensable factor. 
In the past the majority of European 
and other countries have neglected the 
task of developing the intelligence and 
the self-reliance of the farming popula- 
tion. Especially in the countries of 
Eastern and Southern Europe rural 
civilization is in the most backward 
state. Ignorance and backwardness of 
the farming population in these coun- 
tries block almost entirely any adequate 
advancement in personal status and 
achievement of economic independence. 


The Wage Level 


Finally, in a community with small 
land holdings, free land transfer, and 
an intelligent population, the advance of 
agriculturists along the ladder to owner- 
ship seems to depend to a large extent 
on whether the two main factors—land 


values and wages—are kept in a certain 
equilibrium. It has been observed that 
in Belgium, due to the growth of popu- 
lation beyond the productive means of 
the country, land values and rents 
rapidly rise with the growing demand 
on the part of numerous individuals 
seeking employment, whereas the wages 
do not show any considerable increase in 
spite of a marked industrial expansion. 
It is becoming more and more difficult 
for a Belgian laborer to accumulate 
sufficient surplus from his meager wages 
to become an owner or even a tenant of 
a piece of land. Practically the same 
situation is found in Italy and in many 
other European as well as Oriental 
countries. 

If the foregoing analysis is correct, 
the absence of any one of the four fac- 
tors discussed tends to retard the ad- 
vance of the farming population in 
other countries along the agricultural 
ladder, which seems to be the American 
process and ideal. Apparently, also, 
these factors and the process which they 
help are implicit in the democratic sys- 
tem of land tenure that has grown out 
of American conditions and institutions. 
If other countries wish to follow the 
American policy, due attention should 
be given to these factors. Neverthe- 
less, under other conditions and institu- 
tions, the same end might be reached by 
other means than the American; and 
even a different system of land tenure 
might be thought more desirable. Such 
considerations are not involved in this 
note, which is confined merely to a 
statement of the chief factors facilitat- 
ing movement along the agricultural 
ladder after the American fashion and 
the lack of these factors or obstacles 
thereto which prevent other countries 
from patterning their system of land 
tenure after the American plan. 

Davip RozMAN 
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COMMENTS ON LEGISLATION AND 
COURT DECISIONS 


DEBT READJUSTMENT VERSUS LIQUIDATION OF 
FARMERS’ CONTRACTUAL RELATIONS 


D** by day farmers and bankers in 

the Middle West are falling under 
their financial burdens. The bank- 
ruptcy courts work slowly. Farmers 
are put out of business. Banks are 
closed for liquidation. Much of the 
paper held by the bank bears the names 
of the farmers who have been driven 
to the wall. At sheriffs’ sales the prop- 
erty sells at low figures. The loss due 
to liquidation through bankruptcy pro- 
ceedings adds greatly to the losses 
already sustained because of deflation 
and because of buying supplies at high 
price levels and selling products at low 
price levels. Often, if not usually, these 
additional losses fall upon the creditors 
rather than the debtors. The financial 
losses are accompanied by loss of cour- 
age, loss of moral stamina, and loss of 
ideals and ambitions. In all, the loss 
to human society is appalling. 

Whether the financial situation of 
farmers was due originally to buying 
and feeding too many cattle, to buying 
too much land, or to the gradual losses 
from year to year because of unfavor- 
able price ratios is a matter of little 
importance for the purpose of these 
notes. Our interest at present is in con- 
trasting from the scientific point of view 
two currently used methods of chang- 
ing contractual relations between credi- 
tors and debtors in agriculture. 

This unusual situation, which is espe- 
cially acute in the “Corn Belt,” has 
arisen out of a variety of circumstances 
and has had causes of many different 


sorts. Over some of these the farmers 
have a certain amount of control, espe- 
cially so far as land purchases are con- 
cerned. Yet even in cases of this kind 
the real situation was not often under- 
stood and many farmers were caught in 
a general movement and carried along 
by the current. General inflation and 
then deflation have been causes of this 
situation, and over these and many 
other factors the farmers have had lit- 
tle or no control. Neither education 
nor experience have taught the farmers 
how to adjust themselves to such new 
conditions. In any case, vast numbers 
are insolvent and great losses have been 
sustained. 

How can we get from where we are 
to the place we want to be in the future 
with least expense and least damage? 
Must bankruptcy disaster continue? 

Is it possible to revise the contractual 
relations and thus bring about a better 
situation for all concerned? This 


whole subject of contract has not re- — 


ceived adequate treatment from the 
economic point of view. The sacred- 
ness of contract must be frankly ad- 
mitted. It is demoralizing to the 
individual to regard his contracts 
lightly; without contract obligations we 
cannot make plans for the future. A 
general looseness in respect to the obli- 
gations of contract means economic 
chaos and disaster, for in modern soci- 
ety we must be able to rely on the ful- 
filment of contractual agreements if we 
are to be prosperous. Less and less do 
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COMMENTS ON LEGISLATION AND COURT DECISIONS . 


-we live from hand to mouth and more 
and more does the present stretch out 
into the future. We must be sure that 
agreements now made will be carried 
out 10, 15, 25, or 50 years from now. 

The sacredness of contractual rela- 
tions is brought out in the Psalms 15:4: 
where the righteous man is described 
as one “that sweareth to his own hurt 
and changeth not.” It is said that Jef- 
ferson wrote on the margin of his 
Bible opposite this statement, ‘‘the de- 
scription of a perfect gentleman.” 

On the other hand, there come times 
when the fulfilment of a contract is an 
impossibility. This impossibility may 
not involve any moral turpitude, cer- 
tainly not to a degree which should dis- 
grace a man or injure his position in 
the community. The present writer has 
no sympathy with the rigid view held 
by some English writers that a bank- 
rupt ought to be deprived of his rights 
as a citizen and be registered as a man 
forever disgraced. This is individu- 
ally and socially injurious and ethically 
wrong. 

Of course, in our bankruptcy pro- 
ceedings in this country we have a 
revision in contractual relations, but 
that is not entirely satisfactory. We 
have also cases of bankrupt communi- 
ties—communities which are unable, or 
claim they are unable, to fulfil their 
obligations. Instances may be recalled 
of American states which have wholly 
or partially repudiated their obliga- 
tions. Such actions are not socially 
beneficial. There ought to be some 
way of bringing about adjustment in the 
interest of all and letting the individuals 
and communities who want to do the 
right thing go ahead with hope and 
courage. 

Conditions like those described have 
arisen with respect to relations with 
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European creditors, and the nations 
have undertaken the revision of con- 
tractual relations under the so-called 
Dawes Plan. Fundamentally that is 
what the Dawes Plan means—the revi- 
sion of contractual relations. By this 
plan the Shylock principle was aban- 
doned and “ability to pay” was made 
the basis of settlement. 

Does not this suggest a parallel for 
agriculture? If a commission could be 
brought into existence which would 
readjust the affairs of the farmers and 
bankers of the Middle West on the 
basis of ability to pay, it would save 
millions in money and do unmeasured 
good in reestablishing the morale of 
the people. 

The policy here suggested is a purely 
voluntary system for revision of con- 
tractual relations under certain situa- 
tions. The idea is that in a state like 
Iowa, for example, a commission should 
be formed of men of the highest stand- 
ing and integrity and that these should 
appoint arbitration boards to consider 
the needs of the situation. There 
might be one central board and other 
local boards, according to the peculiari- 
ties of the situation. The idea is to 
have insolvent debtors come before 
these boards and ask for readjustments 
of their indebtedness. The creditors 
would also be privileged to take the 
initiative. In any case, the creditors of 
any individual should be called in by 
the arbitration board. Let the assets 
be appraised. In the vast majority of 
cases the assets are far more valuable 
on the basis of a going concern than on 
the basis of liquidation. In the case of 
a farm this means leaving the farmer 
on the land and adjusting his indebted- 
ness on the basis of his ability to pay. 
Where liquidation would yield more for 
the creditors, arbitration would not be 
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practicable. Generally this would be 
the case only if the farmer were incom- 
petent. In all cases of competent farm- 
ers the creditor would be assured 
larger payments than liquidation would 
yield and at the same time the farmer 
could proceed under conditions more 
favorable to him than disrupting his 
business and making a new start. 

This evaluating of the assets and ad- 
justing of the indebtedness of farmers 
would do much to save the banks. It 
would put much of the bank paper on 
a known basis. A certain shrinkage of 
nominal assets would be inevitable, but 
the new paper would be good. This 
system would yield the banks much 
more than liquidation would. 

This is only a suggestion. Is there 
not a way of working this out in the 
interest of the farmers, creditors, and 
the general public? The economic 
gain would be great. The moral gain 
would be even greater. 

The proposed policy is not in prin- 
ciple entirely new and untried. Many 
individuals are already operating on 
this principle. One case has already 
come to the attention of the writer. A 
mortgage, hitherto unacceptable as col- 
lateral, was scaled down to a point 
where it was good bankable collateral. 
The creditor was better off; the banker 
was better off; while the farmer took 
hold of his task with new hope and 


courage. Had the old situation 
mained, we would have had a mortgage 
of doubtful value; we would have hh-7 
the bank with unacceptable paper; - 
would have had the farmer witho}~ . 
farm; and perhaps a farm withol: - 
farmer. How much better the situation 
was after the adjustment of the contract 
had been made. Many more should do 
what was done in this case, particularly 
if ways and means were established to 
facilitate such readjustments and to, see 
that every one in the case was fairly 
treated. 

Possibly an educational campaign 
would lead to debt adjustments between 
creditors and debtors without the ma- 
chinery of a debt commission. The 


important things are the use of maxi-° 


mum intelligence and maximum human- 
ity in making readjustments, and recog- 
nition of the social utility of a modif- 
cation of contract relations rather than 
liquidation followed by new contracts 
which may be worse than before. From 
the scientific point of view such a policy 
is not new and untried as an individual 
matter. It can only be tried as a pub- 
lic policy in this country, however, if 
we recognize that contractual relations 
in the economic sense are, after all, 
human relations properly subject to 
change with new economic conditions 
and in the interest of society as a whole. 


RicHarp T. 


THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


Let a Good Map Tell Your Story 


OOD maps mean more to a public service 
corporation than to almost any other line of 
business. 


Whether the publication be intended to in- 
terest investors, or to indicate the scope of your 
service to consumers, a geographically correct 
map, accurate in every detail, will tell more than a 


page full of type. 


We will gladly submit sketches! 


Let us help you solve your problems from the 
groundup. If you will outline the scope of territory 
served, we will be glad to submit an interesting 
map sketch. Tell us the size of space you are al- 
lowing for your map. Tell us also the purpose of 
the publication. 


We are map draughtsmen, designers, printers. 


J. W. CLEMENT CO. 


COMBINED WITH 
THE MATTHEWS-NORTHRUP WORKS 
Planning—Printing—Map Making—Binding—Mailing 
4 NEW YORK BUFFALO CLEVELAND 
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Public Utility Financing 
We invite inquiries concerning our under- 
writing and distributing services, which 


are especially adapted to the requirements 
of high grade public utility companies. 


Hoactanp, Atium & (6. 


Established 1909— Incorporated 


14 S. La Salle St. , 34 Pine St. 
CHICAGO NEW YORK 


Public Utility Financing 


We have originated, either alone or with associates, and have distributed 
throughout the country, securities of the following public utility corporations: 


Binghamton Gas Works Northern Iowa Gas and Electric Company 
Central Iowa Power and Light Company Northwestern Public Service Company 
Columbus Railway Power & Light Company Ohio Electric Power Company 
Continental Power & Light Company Pennsylvania Gas & Electric Company 
Daytona Public Service Company Pennsylvania-Ohio Electric Company 
Defiance Electric Company St. Cloud Public Service Company 

A Sandusky Gas & Electric Company 
Dubuque Electric Company Southern Minnesota Gas and Electric Company 
Florida Public Service Company Southwest Power Company 
Grand Rapids Gas Light Company United Gas & Fuel Company of Hamilton, Ltd. 
Hamilton By-Products Coke Ovens, Limited Utah Gas & Coke Company 
Jersey Central Power & Light Corporation Vermont Hydro-Electric Company 
National Electric Power Company West Virginia Water and Electric Company 
North Carolina Public Service Company, Inc. Western United Gas and Electric Company 


We welcome inquiries from puplic utility corporations which 
require capital for consolidation, extension or refunding. 


Executives are invited to send for a copy of our book, “A Record of Corporation Financing. 


AC.ALLYN*» COMPANY 


ESTABLISHED 1913 
67 W. Monroe St., CHICAGO Phone Randolph 6340 


Philadelphia B il Minneapolis 


Harvard Business 


Review 


Edited under the direction of the faculty 
' of the Graduate School of Business Ad- 
ministration, George F. Baker Founda- 


tion, Harvard University. 
Quarterly: April, July, October, and 
January. Yearly subscription, $5. 


the complexity of executive control, and 

the effect of business conditions in one 
trade or industry on other trades and industries, 
are factors constantly requiring new adjustments 
and setting up new problems for business execu- 
tives. It is in the solution of these problems, 
the analysis and discovery of principles, that the 
Harvarp Business Review offers its greatest 
service. The aim is to discover and establish 
those facts and principles which govern business 
enterprise and are, therefore, of very serious con- 
cern to business executives in charge of manage- 
ment. For such men and all others interested in 
the profession of business, the Harvarp Bust- 
NESS REvIEw is expressly designed. 


Why the REVIEW is published | 
—the service it offers 


HEN the first issue of the Harvarp Busi- 
REVIEW was planned and appeared in 
October, 1922, the ideal set up was a magazine 


Tite growth of American business in size, 


of the highest standard. How well this ideal has 
been realized is indicated by the ability of the 
men whose contributions have been published 
Bankers, business executives, specialists, econo- 
mists, and others, all of recognized reputation, 
are numbered in the list of contributors. The 
distinction should be clearly understood, of 
course, that the Harvarp Business Review is 
more than a commercial proposition. It is a 
scientific enterprise seeking to make available, to 
higher executives, the fundamental principles of 
successful business control. 


ALL editorial work is under the direction of the 
Faculty of the Graduate School of Business Ad- 
ministration of Harvard University: Harry R. 
Tosdal, Faculty Editor; Editorial Committee - 
John Gurney Callan, Melvin T. Copeland, 
Arthur Stone Dewing, Wallace B. Donham, T. 
H. Sanders, Oliver M. W. Sprague, and Homer 
B. Vanderblue. 


A. W. SHAW COMPANY 
CASS, HURON AND ERIE STREETS 
” NEW YORK CHICAGO LONDON 
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For Scenery and 
Historic Interests— 


When you & from Chicago to the 
North Pacific Coast (Portland, Tacoma, 
Seattle) take the pioneer line of the Pacific 
Northwest—the Northern Pacific Railway 
—First of the Northern-Transcontinentals. 


It follows 2000 miles of startling beauty 
—the trail of Lewis and Clark and the 
gg on which civilization marched 
west. You may enjoy 


The Travel Triumph 
|| “North Coast Limiteds” 


Pullmans of latest design. New obser- 
vation-club cars with ladies lounge, maid 
and shower bath; also men’s shower, 
barber, valet, library, smoking and card 
rooms, inviting club lounge and a sight- 
seeing platform with a searchlight to play 
on the scenery at night! Northern Pacific 
meals are “famously good”, too! Extra 
comforts—no extra fare. 


Lv. Chicago 10:35 a. daily, Union Depot 
(CB&Q) 


Northern Pacific Ry. 


this B. 
Mail te A. 878 Northern 


: MY VACATION TRIP 


Books or trips Iam Round Trip Summer 
interested in (y) Fare from Chicago 


O Yellowstone Park $59.35 
O Rocky Mes. (Helena-Butte) 61.95 
Inland Empire (Spokane) . . 85.05 
O Pacific Northwest ( Portland 90.30 


C)Rainier Park . . 
O Alaska (Skagway) . 


Name 


| Address 
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COMMERCE CLEARING 


Federal and State 
Income and Inheritance Tax 
Services 


NEW YORK CHICAGO WASHINGTON 
120 Broadway 231 So. La Salle Street 815 15th Street, N. W. 
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A QUARTER-CENTURY —since 

the first issue was distributed in Decem- 

“ber 1900 — SysTEM, THE MAGAZINE. OF 
BUSINESS, has sponsored the idea that it is good 
business for an executive to supplement his 
own knowledge and experience with that of 
thousands of other business men, and has pro- | 
vided an idea pool to which many contribute 
a little and all draw out the whole. 


The soundness of the idea and its wide accep- 
tance are indicated by the prominence in the 
business world of the men who contribute to it.* 


*Harvey S. Firestone, George F. Johnson, Louis 
F. Swift, Geo. R. Meyercord, Alvan Macauley, 
L. S. Horner, Leonard P. Ayres and Walter F. 
Wyman are contributors typical of many more 
whose writings will appear in System during the 
next four months. 


The MAGAZINE BUSINESS 


| 
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Public Utility 
Securities 


S organization has been iden- 
tified with the underwriting of 
many important issues of Public _ 
Utility Securities. 
‘We purchase, and distribute nation- 
ally, entire issues of Public Utility 
Company Bonds and Stocks. | 


We will be pleased to discuss the 
subject of new financing with Pub- 
lic Utility officials. 


Howe, Snow & Bertles 


New York Chicago Detroit Grand Rapids 
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